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INTRODUCTION TO 
THE ENGLISH EDITION 


The manuscnpt of this book uas almost completed before 
the surrender of Germart) It was dchscrcd to the Amencan 
publishers soon after that event The author rcccn cd his galley 
proofs just in lime to make any corrections necessitated bj the 
victory of the Labour Party m the General Election of 1945 
Page proofs ssere returned to the pnnter the day after the sur- 
render ofjapan After the book had ^ne to press in the United 
States President Truman ordered the cessation of Lend-Lease, 
and the Anglo-Amcncan financial and commercial agreement 
was negotiated This and the Bretton Uoods Agreement have 
been ratified by Parliament Both nations has e begun the diffi- 
cult task of remolding their economics for peace 
This is a lime in sshich critical events overtake us vsith 
bewildering speed If it v%crc necessary, with every new 
development, to make drastic changes m analysis of the 
problems here caammed, the author would have to wntc not 
1 book but 1 weekly journal or a daily newspaper Review 
of these pages on each of the occasions when opportunu) to 
correct them his amen his not, however, indicated a need for 
substantial modification The problems remain, the possible 
modes of attacking them arc not basically altered, and the 
significance of the choices of po1ic> which have been or maj 
be made u nodi/Tcrent m igjO than it appeared in 1915 Tlie 
publisher and the author therefore have decided that the 
present edition should contain the same text onpnallj published 
in the United Stitcs, and that the bcanng of subsequent events 
should be bncflv discussed m this Introduction 
The sudden tcrmimlion of Lend Lease by order of the 
President immediately after the surrender ofjapan not onlj 
shocked Bnlish opinion but took Amcncans by surpnsc There 
had been no popular demand for this action While it was 
unrfeniood that f-entf-f^ise was in arrangement for the dura- 
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tion ofhostilities and could not continue indefinitely, there uas 
no legal necessity for ending it before the v.ar was regarded as 
ha% ing come to a close for other purposes Congress had not by 
resolution declared that the war was over, an action which 
would automatically bring into effect, after predetermined 
periods, the expiration of numerous other emergency measures 
The powers of the executixc were not altered, and such changes 
as were made in domestic controls were purely a matter of 
Presidential discretion 

rhe reasons for Mr Truman s decision in this instance ln\c 
not officially been made public Less damage to Anglo- 
American friendship would have been occasioned if the action 
had been preceded by consultation between the parties leading 
to at least general undentandmg concerning the nature of a 
substitute, and if the termination had resulted from an agree* 
mtm instead of being unilateral The mistake, however, was 
one more of mannen than of substance In the end the same 
difficulties would have had to be adjusted, and mutually agree* 
able plans for the future would hxv c had to be made Postpone* 
ment of the issue for a few months would have obviated 
irritation and discomfort, but could not hive altered the future 
of the British people 

Near the beginning of Chapter 111 the author wrote not 
only that Britain would be reluctant to borrow from the United 
States but that a gift to bndge over the unfavorable balance of 
p3>ments until exports could be sufficiently increased would be 
unwelcome to the Bntish people Tins judgment seems to be 
contradicted by the fact that the British hnancial mission asked 
for a grant without interest In essence, however, the author 
still believes that his statement was true It was embarrassing 
to make this request and to suffer the indignity of its refusal 
The mere fact of financial dependency on an Ally was and 
IS irksome The virtue of Ixnd Lease was that it had been 
conceived m terms of mutual advantage and had matched the 
greater sacrifice of the Bntuh against the greater phyaical 
resources of the United States Tlic failure of the Amcncan 
auihontics to recognize the continued pertinence of these 
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considerations for a pcnod after military \ictory had been won 
IS a failure not of generosity but of imagination It was only 
partially redeemed by the decision to cancel the unbalanced 
Lend-Lease "debt” already incurred 
The financial agreement, though reluctantly ratified by 
Parliament, has not at this writing been accepted by Congress 
If it should be rejected the whole issue would be reopened 
Possibly some substitute arrangement could be devised, though 
the chances would seem to be that Britain would be compelled 
to try a course advocated by those who oppose multilateral 
trade If Congress should ratify the agreement the question 
remains whether Bniain would benefit 

If one concentrates on the substance of the agreement rather 
than on the words employed, the terms arc less onerous than 
thc> might appear without careful study of their detailed 
provisions There is no fixed loan, but a line of credit which 
may be used as the occasion anscs Neither interest nor pay- 
ments of pnncipal are to be due until the end of 1951 Both 
together are annually to amount to slightly more than 3 i8 per 
cent of the borrowings outstanding on that date Interest 
payments arc to be waned in any year if for the preceding five 
yean the average income of the United Kingdom from exports 
both visible and innsihle is less than the average for 193^38, 
changes m the pnee lev cl being accounted for 

This proviso will in effect make the credit a loan without 
interest unless and until, for a penod of fi\ c y cars, British real 
income from abroad reaches the pre-war level It should be 
specially noted that incomes from foreign investment, shipping 
sen iccs, and the like arc regarded as imasible exports, and there- 
fore no interest will be due unless Bmain makes full recovery 
from the war inroads on these sources of income This would 
imply an increase of 75 per cent or more in the value of 
commodity exports above 1936-38 Once Bntain had hit this 
foreign trade target pay ment of interest on borrowangs up to 
mu'i'ion at a per cent, or a mxximum of S75 million 
annually, ought not to be too heavy a burden If Bntam docs 
not achieve this goal her difficulues v\iU arise from the lack of 
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sufficient exports rather than from the fact that she was obliged 
to borrow money to help her o\cr the transition period The 
basic problem remains the same as if it had ne\ er been necessary 
to negotiate a loan 

The bearing of the financial agreement on Britain’s ability 
sufficiently to enlarge exports is the chief consideration In 
general it seeks to pledge both nations to a multilateral system 
rather than allowing either to use measures regarded in the 
United States as ‘ discriminatory’' The issues iniolved in this 
choice are those discussed in the present volume 

Even in this respect the agreement permits a good deal of 
flexibility, emphasizing not so much specific means as the 
ultimate goal Let us examine, for instance, what it stipulates 
regarding the rationing of dollar exchange within the sterling 
area This is to be abandoned one year after the effective date 
of the agreement unless a later date is made necessary by 
exceptional events The end of exchange rationing, however, 
applies only to receipts from current transactions and not to 
dollar exchange already impounded Even without this agree- 
ment it IS questionable how long m times of peace, the sterling 
area countries would be willing to sanction the pooling of dollar 
exchange in the interest of Great Bntam Exchange controls, 
though permitted, arc not to be applied m such a way as to 
interfere with the payment for current transactions But this 
does not mean that Britain may not limit her imports She 
may do so provided the rcsinction does not discriminate 
against imports from the United States It is not lo be regarded 
as discnminaiion if Bntam uses inconvertible currencies for 
needed imports, or if Bnlain places orders to relieve a country 
whose economy has been disrupted by war 
There is a further proviso which is still more important The 
rationing of dollar cxchuigc during the war was prompted by 
the fact that there were not enough dollars available for the 
countries which wished to spend them The same necessity 
might ansc in peacetime if the United States should develop 
an excess of exports over imports, without extending sufficient 
forcigri loans or investments, so that dollars became scarce 
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This was the situation in the depression of the thirties The 
‘ scarce-currency clause” of the Bretton Woods agreement 
permits the pooling and rationing of dollars (or any other 
currency) under such circumstances The Anglo-Amencan 
financial agreement malccs specific csceptions in the applica- 
tion of any of its clauses which might conflict with such action 
on the part of the International Monetary Fund Therefore 
something v er> like the dollar pool of the sterling area may be 
restored by international agreement at any time when it may 
be necessary 

The disposition of sterling balances accumulated in Bntain 
during the war (or subsequently for military purposes) is to be 
settled by agreement between Bntain and each of the countnes 
concerned Proceeds of the bnc of credit from the Umted 
Stales are not to be used to repay them This condition is 
certainly to the advantage of Bntain, since she needs the dollars 
for current imports It is proposed to seek the downward 
adjustment of the sterling debts as a contnbution to postwar 
settlement That is desirable not only for Bntain but for the 
general welfare The remainder will be panly released for 
immediate use and partly released in future annual instalments 
The whole operation will thus be the equivalent of funding the 
sterling debts ^^hatc^er sterling is released will be available 
for purchases not only in the sterling area but anywhere This 
means that the creditor nations need not buy exclusively in 
Bntain to collect what is due them, but may buy in the United 
States or elsewhere as well 

The individual Bntish exporter may regard this freeing of 
blocked sterling exchange os unfair to him He may sec an 
order which he might have had going to an Amencan competi 
tor If so, however, somethingclsewilJ happen that he docs not 
see The purchaser will have to exchange his sterling for 
dollars in order to buy m the dollar area That means that 
someone else must exchange dollars for sterling The sterling 
wall not disappear, somebody will have it, and it will have to 
be used, if it is used at all, for purchases from the sterling area 
The debt cannot ultimately be discharged without equivalent 
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exports from Britain The national interest of Britain uould 
gam if It could, since exports to pay debts buy no new imports 
jn return But actually it is a matter of indifTcrence to the 
national economy whether the debt is paid directly by exports 
from Britain to creditor nations or in a roundabout way by 
exports from Britain to someone from whom the creditor 
nations buy The provision is not one for permuting Amencan 
exporters to share in trade which might have been exclusively 
Bntish, but is intended to permit both to gain from the supposed 
benefits of multilateral trade 

In a joint statement accompanying the financial agreement 
the United Kingdom expresses its support of the important 
points in proposals by the United States to be submitted to an 
international trade conference These proposals arc intended 
to set the course of policy for the longer future W’htlc in general 
they arc aimed at removing resinctions, they are far from being 
a complete endorsement of taissez fatre 

The first proposal is that each participxtmg nation should 
undertake to maintain full employment wuhin us own borders, 
and should do so by measures which do not increase unemploy* 
mem in other countnes or intetferc with the expansion of inter- 
national commerce Achicvemcm of this aim is rccognuttf as 
a “necessary condition” of an enlarged v olumc of trade hilc 
there can be no guarantee that any nation will fulfill such a 
pledge, acknowledgement of the pnnciplc, especially by the 
United States, is not without significance Full employment 
in the United States would necessitate a real national income 
at least 50 per cent above prewar levels, and imports b> the 
United Stales have in the past vaned almost exactly as the 
national income In view of the overwhelming imporimce to 
world trade of purchases by the United States success m this 
undertaking would render Bntain’a task easier 

It is also proposed to form an International Trade Organiza- 
tion, members of which would engage to reduce tariffs and 
preferences, eliminate quantitative trade restrictions, abolish 
export subsidies, and curb resinctive practices of international 
canch The effect of Imperial Preference on Bntish trade is 
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discussed m the body of this book Tlic evidence seems to show 
that Its abandonment vsould not injure exports from Britain 
m an active world market, v\hilc reciprocal lanff reductions by 
the United Slates would help to expand those exports The 
provisions regarding removal of quantitative trade resinctions, 
subsidies, and exchange control arc full of exceptions which 
would allow these devices lo be applied where necessary in the 
transitional period, or for special emergencies, or when required 
to maintain an international balance of payments In other 
ssords, if general trade expansion should not be achieved pro- 
tects c measures w hich Dntain might lavor in such circumstances 
would be sanctioned State trading is expressly permitted, on 
condition that purchases and sales be non-discnminatory, their 
allocation among sellers or buyers being influenced solely by 
commercial considerations International commodity agree- 
ments arc also permuted under pnnciplcs which would protect 
the consumers and would first of all attempt to reduce unsale- 
able surpluses by reductions in price 

Britain is bound to these proposals only to the extent that 
tbqi may be adopted, after possible modification, by the inter- 
national trade conference She is pledged to work toward the 
goal of multilateral trade so long a$ multilateralism leads to 
expansion of the world economy, but is not required to eschew 
safeguards m case it docs not do so Thus, she is prevented only 
from setting out at once on the project of building a limited 
trading area \>hich might be insulated from Amencan depres- 
sion or competition before waiting to sec whether multi- 
lateralism succeeds 

Finally the tendency of cconormc events in the United 
States since the v^cto^y over Japan should be briefly outlined 

The fear commonly expressed in Britain that, because of 
Us immense increase in productive capacity, the Amencan 
economy would seek to relieve domestic unemployment by 
maintaining a large export surplus through loans or subsidies 
IS far from being realized Though technical reconversion has 
been rapid, production of civilian goods of all kinds lags far 
behind the demand The growth pf production has been 
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dela>ed by strikes and the necessity of making a complicated 
readjustment of wages and pnees Numerous industries base 
also suffered from labor shortages In spite of these difficulties 
the index of the ph)’«:cal volume of industna! production ""as 
in December, 1945, 162, or exactly the same as for 1941, which 
was the jear of largest peacetime prtxlucuon m the history of 
the nauon Ic 1940 the index had been 123 This volume of 
production is fer from satisfying the current domestic demand, 
which IS stimulated both by the accumulated dehaenacs of 
war and bv ample purchasing power 

Non agncultural employment, though it has fallen from the 
war peaks, has been rmngand stands at about the level of 1941 
The aggregate value of income payments has scarcely dropped 
below the 1944 level, the index number for December, 1945, 
bong 233 8 against 233 4 for 1944 This compares with 138 in 
1941 Pnee control has so far succeeded in preventing the cost 
of bvmg from rising in anything like the same proportion, the 
official indet number being about 25 percent above the 1941 
level In addition to the current income available for spending 
there is an accumulation of more than $140,000 nulhon of war 
savings, about half of which arc m the form of currency and 
bank dqXHits 

The consequence is that the domestic market will for some 
time absorb almost cvCTythmg that can be produced The 
urgency is to incrfase producuon rather than to relieve 
unemployment. The prevalent fear is that pnee innation will 
become uncontrollable Strong resistance has developed to the 
proposed Bnusb and other foreign loans because of the effect 
of exports in diminishing domesue supplies and stimulating 
inflauon The immediate danger is not that the United Sutes 
will attempt to relieve unemployment by pushing exports, but 
that she will not give sufficient aid to reconstruction in other 
nations 

Thu shortage of domestic supplies u doubtless temporary, 
and may eventually be succeed^ b> the surplus which Bnush 
commentators have feared Although Congreu has passed a 
watered-dowTi vcnion of the adoumstrauon’s full-employment 
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bill there IS no assurance that a depre«ion ma^ not follow the 
satisfaction of the uar-created bacUogs of demand INTien this 
would occur It IS difficult to estimate There is almost certain, 
hoiNCN'cr, to be an inters emng penod in uhich the scarcit> of 
goods and the rising tendency of prices in the United States 
will Iea\c plenty of opportunity for such British exporters as 
can fulfill demands for their products Men of good will in both 
nations still ha\ e a little time left in w hich to assure the political 
and military secunty and the economic stabilization on sshich 
may be biult that expanding global economy which is the 
pnme essential both for their populations and those of the rest 
of the ssxirld 


Marth 1946 


George Souix 



FOREWORD 


The author visited England m 4 purely unofficial capacity. 
He did not, and does not, speak forans government or for any other 
interest During the dark Deccmlier and Janiiarj of the last jear of 
the war m Europe, when rockets were falling from l^e stratosphere, 
when weanness had become almost unendurable and hope was de- 
ferred by the German offensive in the Aidcnncs, persons in many 
walks of life — economists, businessmen, engineers, labor lead 
ers, government Ministers, hfembers of Parliament, civil servants, 
journalists, phjsicians, members of flic armed forces both British 
and American, American offiaals and experts housewives, workers, 
strangers in pubs and trams— found the time and took the trouble 
to discuss with him in detail and at length the subjects with which 
this book deals To mention all their names would be impossible, it 
would also in man) cases be a breach of confidence, since the con 
vCTsations in question were frank and off the secoid But the author 
feels a deep obligation to thank an) of those into whose hands this 
book nuy happen to fall for their inlctcsl, courtesy, and hospitaht) 
W'lthoiit their honest expressions of opinion, the information they 
frcel) offered and the trouble they incurred, the book would have 
been impossible 

Particular thanks arc due to llic staffs of tlie Ministry of Informa- 
tion the Office of War Information, American Ambassador John 
G Winant and the staff of the Aincnein Embass), and the staff of 
PEP (Political and Economic Phnnmg) (or assisting the aulhoi in 
meeting those wlio could help Iiwn and suggesting to him sources of 
information Needless to say the opinions here expressed arc the 
writer's own and should not be attributed to an) of these sources 

Acknovvlctlgcment must be made to the New Republic for per 
mission to inchicic passages from articles {some origiiijll) signed 
and some unsigned) that first appeared in its pages 

, Closes Soule 
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THE SAME WORDS; 

A DIFFERENT LANGUAGE 


Afterdinner spcech« cdcbnlmg AngloAmencan har 
monj alwaj-s emphasize the fact that the two peoples speak the 
same language It would be difficult to discover a more treacherous 
support for Uie conclusion that they are mote likely than any other 
pair of nations to remain on fnendly terms Words may be used 
not only as instruments with which to search out agreement, but 
as weapons with which to promote hostility Even within a single 
famflj, ladmcss of understanding docs not always aid cordiality of 
feehng The chances of discord ate enhanced when, as u often the 
eas^ persons who use the same wonls mean different things by 
them To each speaker the word catties a train of associations and 
overtones of feeling dependent upon his own expenence If differ 
cnees can arise even among those who have shared the same parents, 
household, or city, how much more likely ate they among those 
who have never seen each other and have been cradled in different 
national traditions and cultures’ In this sense, two peoples who 
use the same words may actually be talking a different language 
Indeed, it has been cogently mamUmed that the Bntish and the 
Americans would have a better chance of remaining fnends if their 
respective languages were so different that nobody m one nation 
thought he could understand the other except through the medium 
of a careful translation, which would take into account the back 
ground of meaning as well as the deceptive superficial notation of 


Another popubr assumption which has gone far to bedevil Anplo- 
Amcnc^ relations is that these two peoples have, aside from their 

bem Hid that the Hood of one mm m the veins of the other, or 
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that one is the mother and the other the daughter country Som^ 
times, less crudely, the theme is stated m the form that they share 
the same literature and the same traditions of government and in- 
dividual ethics It would I* possible, if it were worth while, to 
produce a long saentific treatise proving how slender is the basis 
for such assertions Even at its birth, the United States contained 
a population of vaned national ongins, and the mixture has been 
greatly increased dunng the hundred and sixty years o! its existence 
Its political social and aesthetic customs have been subject to many 
diverse influences, by no means least among which are the expen 
ences of its ow n people in its own bnd 
Aside from the fact that the tradition of kinship is not true, or at 
least embodies a nanowly limited truth, the frequent emphasis on 
this aspect of Anglo-American relations does as much harm as 
emphasis on any sentimental slo^n On the one hand it serves 
among those in each nation who bor good will toward the other, to 
obscure both the real diiferences which may lead to fnction and 
the more solid bases of agreement There is little hope for cndiinnj 
cooperation if it must rest on famOy pnde, parental affection, oi 
filial duty On the other hand, this emphasis induces a juvenilt 
counter suggestibility among those who are intent upon provin| 
that they are genuine Americans rather than members of the Bnt 
ish family To penons m this mood the Declaration of independ 
ence has much the same emotional force as the farewell note left 
by an adolescent boy who has made rip his mind to run away from 
home Persons in this state of mind react to suggestions that il 
would be well for the two lulions to cooperate by expressing the 
fear that innocent and pure mmded Americans may be influenced 
to aid the nefanouS designs of an older and dominating relative 
Colonel Robert McCormick of the Chicago Tn&une talks like this 
when he argues that Americans on the Astern Seaboard retain a 
colonial homage to England because the states m which they live 
were settled colonies before the Amencan Revolution, whereas 
citizens to the west of them are capable of true American inde- 
pendence because their states were caned out of tlic wilderness 
after the United States became a nation 
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It IS not the purpose of this booL to promote Anglo-Amcncan 
understanding on any sentimental ground whateser The reasons 
for harmony that seem \-ahd to the author ought to seem )ust as 
wild to him if he were a Frenchman or a Russian or a Venezuelan 
or a Patagonian The basic assumption is that another ttOtld war 
ttnll be much more liVeU if Great Bntatn and the United States do 
not seek common ends by harmonious means It is an integral part 
of this assumption that the world cannot be well fed, well clothed, 
well housed, and well educated — m other words, that it cannot 
haie the kind of peace which it will want to preserve — unless the 
two great Western powers cooperate for the welfare of Iheit own 
peoples Tins may sound like the beginning of an argument for 
an Anglo-Amencan impettum which does not take into considera- 
tion the other great powers, and to which smaller nations will be 
subscTiient Nothing is further from the author's intention This 
discussion IS centered on the need for cooperation between Bntain 
and the United States, not because there is not so groat a need for co- 
operation with the Sonet Union, China, and France, or indeed 
with all the lUtions, but because as will appar, the two great 
Western Allies occupy a central position in the world economy, 
and because there is more danger that they will take divergent 
courses than that signiScant differences will arise between cither of 
them and an) of the other great nations concerned 
Those who arc la)ing the foundations for international peace 
have placed fint emphasis on the political and military provisions 
embodied in the Dumbarton Oaks agreement This pbn for security 
against armed aggression has naturally occupied the foreground of 
public discussion Essential though some such organization is. it 
would be a fatal cnor to assume that nothing else is necessary to 
assure future peace It may be a cornerstone without which the 
stnicturc of international oiganualion could not be erected, but it is 
a cornerstone which will be without significance or value if the 
builders ijiiit the |ob as soon as it a laid 
Tlie essence of the international security pbn is that those 
nations which liavc overwhelming military and economic power 
band together to preserve the world against any new threat like that 
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recently embodied in Germany and Japan If the population of the 
earth is to feel a real sense of security, which will permit energy to be 
devoted to anything bejond national defense, there seems to be no 
escape from an agreement of this kind But there will be no secunty 
in fact unless the great powen are as ready to act together, and to 
act promptly, fifteen or thirty oi fifty years from now as they arc 
today There is nothing whatever to protect the peoples against the 
consequences of possible disagreement among the Big Five Insofar 
as the task of preservmg peace is regarded as checking the possibly 
aggressive intentions of a revivified Germany or Japan, a rift among 
the focal nabons of the Great Alliance will be }ust what the aggres- 
sors need This will be as true at any time m the future as it has been 
since 1939 If no new menace arises from the nations defeated m 
this war, the only chance of a new world war would arise from a 
split among the rciruming great powers 
The hope that a fatal division may be avoided is not a mere wish* 
ful dream In the most general of terms, the nations which have 
won the war have no good reason for fighting each other or turning 
aggression against the smaller peoples Before Hitler struck, Naa 
and Japanese propaganda bbcled them ' satisfied powers, who had 
already acquued all the temtory th^ needed In other words they 
are not btccomen on the scene who are likely to create a disturb- 
ance by overrunning other peoples' temtory Each of them is, 
moreover, basically concerned with developing the possibilities of 
life within its own boundancs for its own people None of them 
has an hutonc dominant tradition that glonfies war for its own 
sake Tlicre is therefore, no ground fora pessimistic prediction that 
these powen must inevitably fall to quarreling, as great powers have 
always done m the past But there u eqiully no ground for the 
optimistic prediction that they certainly will not do so Whether 
they do or not will depend upon the national policies they respcc 
tivcly follow If these policies come mto conflict, war may prove to 
be as much a continuation of nationa] policy in the future as it was 
when Cbusewitz first coined the phrase 
The area in which the more menacing conflicts may arise, and, 
indeed, have already arisen, is economic rather than political In 
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using the words "economic” and "political" to draw a distinction, 
we arc emplopng common stereotypes which are far from meaning 
ful In fact, economic and political matters are so closely intertwined 
that It IS impossible to separate them It would be more accurate to 
say that the United States and Great Bntatn are not lihelj to quarrel 
oicr the possession of any speafic piece of temtoiy or about the 
ttercisc of the goscmmental jurisdiction of cither in any particular 
part of the world Bntam, for instance, will not challenge the Mon 
toe Doctrine by secVing to extend the domain of the Empire on the 
American continent, and the United States will not attempt to 
WTcst any possessions from the Empire Collisions may anse rather 
o\rr such subiects as finance, trade, and domestic economic poliacs 
Many influences other than economic motnes affect the actions 
of men and nations, but it is not necessary to adopt an exclusively 
economic interpretation of history in order to understand the im 
poTtance of economic policy in human relations Indeed, quarrels 
that are stated in economic terms may act as a focus for passions 
disproportionate to the amount of gam or loss involved Latent 
aggression, feelings of pndc and digni^, ideas of human justice may 
all be mobilized by a strike which technically ts called to gam a feiv 
cents more an hour, or by an international dispute about import 
duties or money policies 

It 15 a commonplace of Amcncan history that differences of this 
kind have caused more trouble between America and England than 
any other source of possible dispute The War of Independence, 
which ongmally separated the h%o nations, was mainly characterized 
by issues of tins nature Every Amenan schoolboy remembers the 
slogan, ‘Taxation wathout representation is tyxanny ” The gnev 
ances of the colonists covered the whole range of economic impc 
nalism They were debtors and often suffered a shortage of money 
wath which to pay Ihcir debts Their impulse was therefore to issue 
an abundance of money in this country, whereas the BntisU gosem 
ment stro\-c to restnet such tssocs m order to avoid inflation and 
consequent depreciation of the means of payment Americans 
wanted to nunufacturc for themselves, whereas the British wanted 
to exchange manufactured products made in England for American 
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raw materials, and so placed legal obstacles m the path of indusfnal 
development m this country Americans wished to buy and sell 
profitably wherever they could do so and to carry the goods in their 
own ships, but the Bntish government wanted to limit their trade 
and shipping in the interest ol English commerce 

The altitude of England in these matters did not arise from anv 
abstract political principles or from a desire to anlagonue and op- 
press the colonists It was the natural expression of a domestic eco- 
nomic policy prcvalcntatthe time, which economic theonsts subse 
quently desenbed by the name ‘ mercantilism ' In brief, this body 
of doctrine held that the more a nation's activities resembled those 
of an individual merchant who tries lo enlarge his sales, restrict his 
expenditures, and prevent competition in so far as possible, the more 
the nation would prosper Government intervention was called upon 
to further these aims and political control of colonies in the interest 
of traders in the home country was the natural result It must not 
be supposed that the struggle of the American colonists for freedom 
from Bntish regulations was actually the expression of a more en 
lightened economic theory The government of the United Stales 
itself, once it was established employed from time to time policies 
that were essentially mercantilist in nature An obvious instance was 
the protective tariff 

Tlic second war in which the United States and England were on 
opposite sides — called m this country (he War of i8is — likewise 
liad economic origins as far as America was concerned Grat Bril 
am was fighting Napoleon and was using her naval power to keep 
supplies from his armies American traders and shipping men 
wished to participate in this profitable trade^ and since they were 
not at war with hrance, they saw no reason why the British navy 
should interfere with fheir activities Other issues came lo be in 
solved but in (he main, thiswwsa struggle on the part of the United 
States for ‘ freedom of the seas " 

Ditnng the American Civil War, the same issue arose again but 
with a reversal of roles The Nmtli was blockading the South 
whereas the Enghsli were trying to carry on trade with the Con 
fedcracy Tlicy thus became the advocates of neutral nghls, while 
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the government at Washington strove to intemipt sea traffic with 
its enemies TTic southern states had strong economic ties with 
England because the Bntish textile mills were cntirelj dependent 
for their matcrul on cotton from this country and Bntish manu 
facturen in general sold many goods to the agncultiinl South In 
this sense tlie\ were competitors with the manufacturers of the 
northCTTi states Sharp conflicts arose over incidents caused by the 
acts of the United States navy in enforcing the blocLide Any one of 
these might have served as a eesus belli and war with England was 
narrowly averted If immediate economic interests had actualU de- 
termined governmental action hostilities would probably have 
broVen out Fortunately however the strong moral interest of 
large sections of the Bntish public in the anti slavery issue com 
bmed with the prudence of statesmen on both sides of the Atlantic, 
avxrted this cabmity 

In the long penod of peace that ensued economic difficulties ans 
ing from divergent interests or poliacs were seldom absent from 
Anglo-Amenan relations The English had been heavy investors in 
this country both as Icnden to state governments and as purchasers 
of the bonds and shares of pnvute enterprises Many defaults oc 
curred m the payment of interest and pnnapal As far as the pnvatc 
investments were concerned the losses were wmttcn off as an inci 
dent to the nsk of the nuifcet although it cannot be said that they 
improved international good feeling But the English regarded the 
governmental debts as a more sacred type of obligation and made 
many futile attempts to collect them both through the courts and 
m diplomatic channels A large part of these defaulted obligations 
remain unpaid to this day although the governments in question arc 
regarded as solvent 

During these yean Great Bnlam having abandoned mcrcantil- 
ism was pncticmg freedom of trade and naturally wished other 
countries to do the same She believed it to her interest to have 
world wndc markets m which she might buy what she needed vvher 
eva U could be found m the best quality and at the lowest puce 
and m which she might sell what she produced to any customer who 
might want it Tins was a rutural position for a tution which had 
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early dc\-eloped industrial supremacy and facilities for sv-orld trade 
like shipping, banking, insurance and a stable currency At the same 
time, however, the United States was attempting to encourage the 
development of industry in this country by reserving the domestic 
market for home industry by a protective tariff The foreign eco- 
nomic policies of the two countnes were thus in fundamental con- 
flict, and feelings were not always cordial One important reason 
why more trouble did not ansc was that m the general expansion of 
both the world economy and the economy of the United States, 
each nation had plenty of room (or its activities without causing 
much damage to the other Even commerce between the countnes 
grew in spite of tanfl obstacles, becanse the expansion of the Amer 
lean market was so rapid that the barriers placed in the way of 
speci&c imports did not suffice to decrease Bntish trade with us as a 
whole The fact that this nation was, on balance, in debt to Crat 
Bntain and had to pay annually a substantial amount in debt 
charges, eruhled us to maintain a considerable export surplus of 
agricultural products without talcing an equal value of goods in 
exchange 

At the time of the First Wotld War the same old conflict arose 
about (tecdom of the seas, with the roles of the two nations again 
revened In the penod of American neutrality both Britain and the 
Centra] Powers were eager to buy m this country and both wished to 
interrupt the trade of the other The government m Washington 
took its stand on the traditional rights of neutrals to trade, and so 
incurred diplomatic controversies with both groups of belligerents 
In the early part of the war the Bntish navy was much more ellecliie 
than the German in stopping American shipments, and therefore 
thccontiovcisy with the British was more acute It was only the fact 
that German submarine warfare eventually became more ruthless 
than the activities of British nar-al icsscli on the surface which 
shifted the balance in the other direction In the meantime, the 
cffcctncness of the nntisli blockade had sirtually stopped trade 
with Germany and its alhes so that there arose a substantial com 
miinit) of economic interest between American farmers and manu 
faclurcrs on the one hand and the Dntish war agencies which wctc 
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buying from them on the other It is not necessary to suppose that 
the economic moti\ c was domiitanl m pushing Amenca into the war 
on the side of the Western Allies m order to see that it made such a 
decision much easier than the opposite one The controveny about 
neutral nghts was, in fact, submerged by more weighty considera 
tions Nc\ crthelcss, for a while it threatened senous trouble 
Nor did the fact that the two nations had fought against the same 
cnem) present irritation from subsequent economic disagreements 
As a result of the immense volume of munitions and supplies sold 
by this country , v, c had become a creditor nation instead of a debtor, 
as v-e had been for many years before the war Many British invest 
ments in the United Stales had been sold to pay for Amcncan goods 
dunng the period of our neutrality After out declaration of war, 
Bntam had been the pnncipal bonowet on governmental account 
Now out government attempted over many years to collect what 
was formally due on the debt Naturally, it 'vas extremely difHcult 
for a country like Great Britain, which had built up its economy 
Nery largely on the basis of a surplus of imports, a substantial part 
of which were paid for from the net yield of foreign investments, 
to shift os cr to the role of a debtor nation and desclop a surplus of 
exports In the United States few understood this difficulty, and 
American officials stood pat on the principle that Bntam owed the 
money and ought to pay it At the same lime, honcser, the United 
States found it [ust as difficult to shift from the position of a debtor 
to that of a creditor, and loacccpt the cxt«s of imports oier exports 
which would hare been necessary if the debts were to be paid In 
stead of reducing our import duties, we actually increased Ihcm 
Tlius the British who did not really wish to default, were annoyed 
by our actual unwillingness to receive the payment which officially 
wc kept demanding 

The war debt issue was a potent source of popular ill feeling in 
both eoimlfics for a decade, because it was the Vmd of issue which 
furnished matcnal to those newspaper writers and memben of Con 
gtess who ovcnimplificd economic questions and wislicd to enlarge 
Ihcir following by Iw isting the lion's tail Actually, however, it neva 
threatened to develop into a scnous political crisis, because the bet 
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ter mforoied and more responsible leaders understood how futile the 
argument was Little by little the public accepted the conclusion 
that great war debts of this nature either cannot or wall not be repaid 
in full Certain other conlnncisics, howcscr, though they did not 
receive such wide pubhcit), created more annojance among the 
centers of power in the two countries 
One concerned the price of crude rubber The chief source of this 
important material, as the Amcncan public has been taught by hard 
cxpenence since Pearl Harbor, lies m Malaga and the Dutch blast 
Indies The Malayan rubber planters, who believed their selling 
pnees too low, received the aid of the Bntish government through 
the Stevenson scheme to restrict eipojts This plan was for a while 
so successful that it raised pnccs far too high to suit the manufactui 
en of tires and other rubber products The consumers of the rapidly 
growing automobile traSc in this country also suffered Hcrbeit 
Homer, as Secretary of Commerce, earned on a vigorous campaign 
apinst this restriction, which he regarded as an economic iniquity 
’The policy probably would have come to gnef m the natural course 
of events even if he had not opposed it, because like so many plans 
of the kind it encouraged production in regions not subject to the 
control, as a result of the high prices which it brought about 
It IS important to l e uieiii bcr the incident, transitory though it 
now seems, because it is an example of the cartel control in which 
the Bntish and other foreign governments arc likely to have an in 
tcresf, but which arouses resentment m the United States The sup- 
port of the Bntish govemment »as,of coune in part brought about 
by the influence of the wealthy interests engaged m producing rub- 
ber, but the government had a public purpose as well £v er since the 
Pint World War most of the wotid outside of the United States 
had been suffenng from a shortage of dollan Other countries 
needed to buy from us and also needed to pay debts to us, v^hile we 
showed considerable reluctance in importing from them Tlic result 
wasarecurrent tendency toward an excess of paj-ments to the United 
Stales over outgoing paj-menti This naturally led to a scarcity of 
dollars in the world market If citizens of the United States can be 
made to pay more for the things they have to buy abroad, the supply 
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of dollars avalbble to other nations will be increased Thus there is 
an excuse for a deliberate commercial policy on the part of these 
other nations to maintain high pnccs on goods produced in their 
temtoncs and sold to the United States Such action maj be self 
defeating, since total sales at a high pnee may be smaller than total 
sales at a loner pnee But insofar as this is not true the interest of 
the British economy ma> run counter to that of the American con 
Sumer at least as long as there is a scarcity of dollars 
In the latter part of the first postuai decade there occurred an 
other economic conflict bctw.een Bntain and the United States 
tthtch had extremely senous results although it was shrouded 50 
tightlv in the technjal m\stencs of banking and foreign exchange 
that most Americans neserknew. amthing about it at all TheBnt 
ish government was at the time still firmly attached to the financial 
orthodoxy of the nineteenth century Under its conservaluc leader 
ship it went back to the gold stan^rd at the prewar panty of the 
pound As some advanced economists pointed out at the time this 
u-as a reckless thing to do because costs of production and pnees in 
Bntam were considerabh higher than before the war The folly of 
this decision would have been mitigated if the other important in 
dustrial and trading countries had also i^ne back to the prewar 
panties of their currencies and had had an equivalent rse in costs 
and prices But this was not the case 
Trance reestablished the gold standard with a drastic devaluation 
of the franc and Trench pnccs did not nsc correspondingly Though 
the United States had retained the gold standard and did not de- 
value the dollar prices in this country after the slump of 19=1 re- 
mained closer to the prewar level than did Bntuh pnccs The con 
sequence was that it was cheaper for other nations to buy goods m 
Trance and m the United States than to buy them m England 
Exports from Enghnd to both Tnince and the United States were 
also dueoumged Tlie habnee of trade began to turn against En" 
bnd and there was less demand for pounds than for dollars and 
francs Since all the currencies concerned were freely convertible 
into gold gold flowed out of England every time the pound bills of 
exchange beame worth less in terms of dollars Or francs than m 
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their gold equivalent England s scanty gold reser\cs were m con 
tinual danger of disappearing abroad In the meantime, of course 
Bntish trade and einplo>-ment suffered The situation was naturally 
aggravated by the fact that Bntain had become a debtor nation at 
least on paper and was trying to meet payments on her war debts 

\Vhy should this mistake in British monetary policy have aroused 
feeling against the United States? In order to answer the question 
One must undentand the theory of the operation of the gold stand 
3rd a theory to which both British and American authorities then 
adhered When one country loses gold to another, the country los 
mg the gold has a smaller base for its cunency and credit This is 
supposed to restrict loans and the circulation of money, and to en- 
force a reduction of prices in that country We have just seen that 
Bntain was suffering from exactly this inffuence although the pres- 
sure on pnees came fullv as much from foreign competition and a 
reduction of demand for Ontish exports as it did from internal credit 
restriction 

The country or countries gaming gold on the other hand have a 
larger base for currency and credit, and this is supposed to make 
money easy within their borden and to stimulate a nse m their 
pnees This price rise should theoretically help to correct the unbal 
ance of trade and relieve the pressure on the exchanges But this 
result did not occur in either the United States or France British 
fiscal authontics accused those in control of our banking system of 
'sterilizing our surplus of gold so that it could not facilitate an 
expansion of credit and a nsc in the Amcncan pnee level The Fed 
cral Resene authorities somcwliat less orthodox than the British, 
were supposed to be managing credit m such a way as to stabilize 
American prices rather than allowing them to rise As a matter of 
fact it may be doubted whether their intention was as clear and 
their action was as effective as the Bntish adherents of the orthodox 
gold standard believed A major influence in the United States pre- 
venting a nsc in pnees was the rapid increase in technological c/B 
cicnev which tended continually to increase output and reduce 
costs N’cverthelcss many Bntish spokesmen attributed tlie stead 
mess of Amcrian prices to what might be described as a combina 
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tion of banking ’Wickedness and lack of fair play on Ihe part of Amer 
lean monetary authorities 

It IS not necessary to trace the intncacics of central banking policy 
and foreign exchange in order to understand that, in a world which 
u supposed to benefit from a large interchange of goods and pay 
ments among countries, it is of the first importance that those coun 
tnes follow parallel monetary poliacs The incident here described 
IS not mere ancient history, but has an important bearing on the 
future, because there is an imminent danger that the two greatest 
trading nations will again follow divergent monetary policies after 
this war At the nsk of taxing the patience of the reader it may be 
well to outline some of the consequences of the conflict between 
jg: jand 1929 This roa) aid m understanding similar dangers in the 
future 

In the United SUtes the stability of »he domestic economy was 
being endangered not because, as the Bntish bankers thought, we 
were not allowing our increased gold supply to ha\e its natural effect 
m expansion of currency and a nsc m pnees, but probably because 
the reduction of costs of production consequent upon increased 
technological efficiency, was not having its natural result of a suffi 
aent fall in prices to the comumet On this account consumption 
was eventually unable to Veep pace with the rapidly growing pro* 
ductivc capacity of the manufacturers. On this account also profit 
margins were increased and the large profits encouraged spccubtion 
m sccunties The big mdustnal concerns became of their ample 
profits had plcntyof working capital and so did not need to borrow 
from the banks This phenomenon reduced the power of the bank 
mgs)-stcm through its control of credit to dampen down the boom 
At the same time the overflowing credit resources were being util 
lied by spcailators in the financial markets and helped to support 
the speculative mama which in ig-'q collapsed with disastrous rc- 
^w^f<y^^^^^rfA■fTTCtTJfTlip«?p^ra?^(Jvur 

lhe WTDtld 

Dunng the early years of tins speculation there was a disagree- 
ment about credit policy within the rcdcial Reserve System itself 
Tlic New York Federal Reserve Bank, which had aided Britain s 
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return to gold and appro; ed of llic Bntish policj', desired to aid that 
policy by keeping interest rates in the United States lower than those 
in London, and so discouraging the flow of gold from England to 
this country It not only wished to maintain a difference in rates, 
but also to keqj our rates as low as possible in order that Britain 
might not be obliged to maintain a rate so high as further to depress 
her economy Others in the United States, however, notably the 
Chicago Reserve Bank, desired to raise interest rates in this country 
m order to discourage the dangerous speculation m Wall Street For 
a time, the New York view prevailed No one can be sure that a 
more stnngent banLng polic) could have checked the specubtion, 
even at its early stages, nevertheless, the attempt was not then made 
Thus the Bntish view was at least sufficiently influential in the 
United States to facilitate the veiy spccolalnc excesses from which 
both nations suffered shortly afterw-ards 

In England, the prevalent unemplo>Tnent, resulting mainly from 
the decline of export industnes, helped to bring the Labour Patty 
into power under Pnme Minister Ramsay MacDonald This govern* 
ment did not alter the nation’s monetary policy, and the dram on 
gold continued The Conservatives were quick to make political 
capital out of the situation and charged the Labour government with 
endangenng the sacred gold standard Mr MacDonald, responsive 
to the pressure for economy and deflation, deserted his party and 
headed a coalition government composed largely of Conservatives 
Not long after their return to power, the Conscn-ativ cs themselves 
were compelled to abandon gold 

This expenenee has long rankled in the memories of the English, 
and all schools of thought, from Left to Right, arc now' resolved 
never to repeat the mistake They fear not only loo high a gold parity 
for their cunenej, but the gold standard itself All this, as we sliall 
sc*, forms the background for possible monetary disagreements 
after the present war 

The gold standard and stability of eichangc values arc pnme ex* 
amplcs of plitases that carry very different emotional significance on 
one side of the Atlantic than on the other Enghshmen are as wary 
of being lied mevocably to erthw as a released prisoner a of being 
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returned to solitary confinement Most citizens of the United States 
regard them as rather s'aguc. irrclcv'ant, and possibly desirable ab- 
stractions, tthilean influential group of bankers and economists are 
exhibiting a nostalgia for them as if a return to monetary orthodoxy 
could reproduce what they regard as the happy economic conditions 
of the nineteenth century 

The great depression itself was regarded by many Amcncans, and 
especial)) by those who accepted the leadership of President Hoover, 
as something for which domestic policy was not primarily respon 
sible It was thought of as an inleniational misfortune, an inevitable 
result of the dislocations of war The obvious fact that it was felt 
internationally was taken to mean that its ongins could be found 
outside the United States Englishmen took at the time, and ha\e 
since come to lake in increasing sneasure, exactly the opposite view 
The depression was felt much more severely m the United States 
than any other country m the world, with the possible exception of 
Germany The failure of the United States to recover after the spec 
ulalivc ensh of igig acted as a brake on world recovery The United 
States IS by all odds the nehest country in the world, and when it is 
depressed its mere economic weight lends to drag everybody else 
down The British r^rd the great depression as a result mainly of 
the mabdity of the Amencans to manage their own economic affairs 
Few Amcncans realize how keenly they fear the recurrence of this 
cxpaicnce in the future 

In the time of the populanty of the New Deal m the United 
States, there was more harmony between the economic conceptions 
of the Bntish and the Amcncans than for many years previously 
This was not true m its early days, when the President devalued the 
dollar and obstructed mlemational agTccmcnt on monetary policy, 
but it came to be true later, when the theoncs of John Maynard 
Kejnes about fiscal policy were adopted by the Washington Ad 
.mmivtntiop 

to ai-oid depression, coupled with wide advances m social secunty, 
have come to be regarded in England not only as a desirable but a 
necessary line of action The mote cogent leaders of British eco- 
nomic thought wish to extend Ihispoh^ to the entire world and so 
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desire to sec it followed in the internal economies of the several 
nations They were correspondingly disheartened when they saw the 
reaction against the New Deal in the United States and the tend 
cncy, not only of conservalisc forces in this country, but even of the 
Administration itself to return to the classical economic dogrtus 
about governmental nonmtetvcnlioa and the capaaty for self 
regulation of pnvale enterprise under competition 

*11111 rapid summary of economic disagreements neccssanl} omits 
many important subjects We may, however, top it off with a more 
recent example of divergent interpretations of the same situation be- 
cause of a difference in erpenence Nfany Americans think of lend 
lease as a generous gestureon the part of (his country for which the 
fintish are expected to be duly grateful Our experience had con- 
vinced us that international debts incurred for war purposes are un 
sound and impossible to repay When the war broke out in 19^9 w e 
therefore demanded cash on the nail for everything bought here by 
England, and forbade lending to belhgerents As the threat 0! the 
Axis grew’, and as we became more concerned that the opponents 
of Hitler should win. we decided that this was dnving too hard a 
bargain We therefore offered to let Bntam have whateim she 
needed without either paying cash or borrowing the monev neces- 
sary to settle the accounts \Vc recognized that lh« was ultimately 
m our own interest, but ncierthctcss we felt a glow of satisfaction 
thatwc had been able to take the Urge view and act likea nch uncle 

How many Amencans know that, in spite of full appreciation of 
what this country did in produangand distnbuting war materials 
lend lease gave rise to a good deal of irritation m England* It came 
to be regarded as a necessary war burden, to be dropped as soon as 
possible Stnnge as this attitude may seem, it u natunl when its 
basis IS understood 

Dunng the days of cash and carry, Britain was straining every 
nerie to enlarge exports in order to help pay for war materials from 
abroad This effort of course interfered with full military mobil 
izalion There was grave danger that Germany would win the war, 
and the danger came to be regarded with almost as much apprehen- 
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Sion in the United Slates as m Engbnd Bj the csiahhshment of 
lend lease, our gmcmment said in effect to Britain’s If >ou wall 
mobilize c\ct> thing to win instead of «on)ing about pajment for 
what ^ou must import, we will see that jtiu get whatever }ou need 
from us without an) detailed reckoning Pa)-mcnt will be made by 
whatev et )X)u can contribute to out needs without eiidangcnng mill 
tar) success, plus ) our all-out war effort 
This was a bargain in the mutual interest We w^rc no more pre 
scnljng to Britain munitions and supplies than she was presenting to 
us the lives of her sons or the sacrifices of her civilian population 
The bargain has been scrupulously kept on both skJcs One of Bnt 
am's contributions to the common cause was almost complete sup- 
pression of her export trade, at least for the duration 

At this point enters the source of irritation American business in 
tcrcsts, having noted the Bntuh pushing of exports dunng the cash 
and-carry penod, and bang as alwa)-s suspicious of trade nvals. ob- 
jcctcd to lend lease because Ibqr feared that something we sent to 
Bntam would be reexported To still this agitation, the British gov 
emment established a rule that nothing could b? exported from 
Bntain which was being recav ed from the United Slates under lend 
lease The rule applied not only to the actual goods recciv ed, but to 
an) thing of the same kind made in England Thus, as long as Bnt 
am receiv ed any steel, she could not export steel, cv tn if it was made 
m Bnluli furnace The retnction seems fair enough, in viav of the 
purpose of the bargain It v^-as, howeva, one which made the Bntish 
want to cesc receiving lend lease maicnals the moment anj surplus 
appeared above war necessities Their impatience wifh the restnc 
fion was redoubled bv the fact that, while they were forbidden to 
export, American businessmen were not 
In fact, war orders in the United States prccmptc-d the productive 
capacit) for export goods to a far greater extent than was generally 
understood in England But thae was a widespread credence of re 
ports, both verbal and pnnlcd, that, while Dntam wes concentrated 
on war and was excluded from foragn export markets b) lend lease. 
Amcncan commercial rcprcscnblncs were going about the world 
c 
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taking orders It looked to man) not onl) as if vx v.rre planning to 
be commercial nwls, as was to be erpected but as if we were quite 
read} to engage m what was regarded as unfair competition 
This imtation was somewhat relieved by negotiations removing 
important articles from the lend lease provisions and attempting to 
bring about some synchronization in rcconvcision of export indus* 
tries in the two countries It is impossible to overestimate, however, 
the sensitive response of Englishmen to any hint that the United 
States ma) be placing obstacles in the way of a revival of their export 
trade The widely different significance of exports to the two coun- 
tries will appear later in our discussion 
The undoubted good will and fnendliness between the peoples 
w ill not of Itself suffice to remove other misunderstandings or con 
fiicts of policy which may have the most undestred results If we are 
to cooperate with the British m the postwar world, we must under 
stand with great clarity and in comideiable detail both whit they 
intend to do and why, and what we intend to do and why We must 
then take infinite pains to bnng into harmony the respective national 
poliaes Dnft might easily lead to disaster 
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pears \wth great clanty when the trade occurs between different 
CQuntnes having different monetary units The seller nescr enjejs 
his real profit unless he uses the money received tn order to buy 
something In domestic trade, Iw customarily does so He may buy 
matenals and labor for more pirxluchon, or he may buy new plant 
and equipment or at the very least, he may invest the money in 
secunties If the American producer sells to customers abroad, he 
cannot even receive the money in the form of dolbn, which maybe 
spent in this country, unless the foreign purchaser can get the dol 
lars The only ways in which foreign nations can obbm dollars arc 
by selling goods or services to customers m the United Sbtes or by 
borrow mg the money Iicre or by buying the dollars with gold There 
are strict limits to the last two ways of getting dollars Credits from 
the United States will not indefinitely be extended to foreigners 
unless repayment is made The supply of gold is not inexhaustible. 
Therefore, we amve at the inexorable conclusion that Afnenon ex 
porters cannot be paid m money that can be spent tn this country 
unless at some time or other foreign exporters can sell an equal value 
oftheirwareshere 

\Vhi!e the individual British exporter doubtless looU at foreign 
trade in much the same wav as the American, British economists and 
statesmen take quite a different view They arc interested, not pn 
manly m selling abroad to male a profit m money, but m bujmg 
abroad what the nation needs They Inovv tliat the only way in 
which imports can be paid for is by exports that vv ill yield the amount 
of foreign cuncncies needed to settle the accounts far what Bntain 
wants to buy They are not anxious to ship anything more out of 
the country than they must in order to obtain the food, timber, icon, 
and other materaU (hat (he nation icqutrcs 

Tlie way in which Britain bought tlie necessary imports before 
the war, and the only way m which she can do so in tlie long rvm, 
was bv giving something of equal value in exchange In the years 
sqyG-yS, part of what she exported, but a minor part, consisted of 
coal and other raw materials A much larger share consisted of 
mamifactrucd goods (I or many of these, hVe cotton textiles, the 
materials had to be imported ) All this paid for scarcely more than 
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half hci foreign purchases The other half vns co\xTrrd by ‘ m\-isiblc’* 
exports Of these, the largest single item was the intome on foreign 
investments Oiox a long pcnod. the Bntish had sent cap tal 
abroad foreigners were panng dnadends and interest for its use, and 
these pasTTicnts enabled the Bntuh to bm in foreign maiLets be- 
tween one^juarter and one fifth of what thes wanted from other 
countries TTic next brgest item among the msTsible exports was the 
p3)incnt tcceiNod from foreigners who dispatched their freight m 
Bntish ships There was also the pajanent for insurance and banking 
sersTccs 

The efiect of the war on Bnlam $ abtlih to paj for imports has 
been almost catastrophic In the dan of ash and cany the nation 
had to sell foreign investments in order to bus m this countrv muni- 
tions and supplies needed b\ both mihtaiy and cwalans Lend lease 
reduced this necessity as far as the United Stales was concerned 
but the p’oeess continued m other parts of the world Sobmanne 
warfare diminished the tonnage of British shipping WTiile this 
shortage may before too long be made good Amenan shipping 
hat more than doubled, and the projpecl of postwar competition 
leads the Bntish to expect a reduced shipping income Bnbin 
has disposed of mote than i,coocoooco pounds in foreign miTst 
ments for war supplies alone 

Nor IS this all Formalls Bntam has not accumubted a foreign 
war debt, as she did m the First World AN ar But she has bought 
brgequanlitics of goods mlnda A^cntiru Egypt the dominions, 
and clsoxhcTc for which she has paid not in the turrencies of the 
nations m question but b> deposits of sterling to their account m 
Bnlam Exchange control has picv-cnlcd the sellers from getting the 
moiics out Thm could not spend it even there because under exist 
mg conditions there was lirtlc lhe\ could bu\ Tlicse blocked rtcr 
ling babnccs" constitute Britain s foreign war debt The debt 
anm*mtejltaabo'ittKcei;b7iawp®4wasit0.vt<w/i-cf. uTiitnay 
nsc to four bJlhon or more before the end of the war In order to 
amortize jt Britain will hair to export without ge*tng anithm® 
cuncnlh m return SIic will also hair to export enough more to pat 
for the ifnporti needed for her daily life 
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The consequence of the loss of income on foreign imestments 
and shipping, plus the accumulation of debts, is that Bntam 
have to export far more goods than before the war in order to buy 
abroad even as much as she did then If she is to maintain full cm 
ployment and a higher standard of bving, she u ill have to buy more 
than that The commonly quoted figure for the necessary expansion 
of exports is 50 per cent, but this is a minimum It may be much 
larger 

E F Schumacher, an economist of the Institute of Statistics at 
Oxford summarizes the figures Average annual imports, m the im 
mediate prewar years cost 866 million pounds They were paid for 
by exports, visible and invisible, divided about as follows 



MSIions 


of Pounds 

Exports of goods 

478 

Shipping services 

105 

Banlung insurance etc 

4 ® 

Income from investments 

J03 


826 


This left a deficit of about million pounds, which was mrt by a 
net reduction of British foreign investment, through borrowing or 
sale of assets Thus the process of foreign disinvestment was begun 
even before the war, dunng the years of reduced world trade 
Of the goods exported many were made of imported matenab 
Tlicse materials cost, on the average, about Bo million pounds In 
order to get a net figure for exports, Schumacher deducts this figure 
from the total Tins leaves him with net exports worth jgo millions 
All the other, or invisible, items, plus the net disinvestment, also 
add up to about 390 millions The export budget was thus divided 
about fifty-fifty between goods and services 
He estimates that after tlie war the invisible or service exports will 
have shrunk to half their prewar size, or t&o million pounds Tins 
means tliat if the same net volume of imports is to be obtained, cr 
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ports of goods win have to be increased from 478 to 740 Tnilhons 
(Larger exports of goods would of course require larger imports of 
materials Deducting the value of such materials to obtain a net 
figure goods exported would have to nsc from 390 to 600 million 
pounds or about 50 pet cent ) 

The required expansion of exports is still greater if one measures 
it not against the prewar level but a^inst the amount exported dut 
mg the war German conquest cut off many of Bntain s largest mar 
Lets At the same time, of course »t opened opportunities for ac- 
quiring customers who formerly bought their supplies in Germany 
Nevertheless, in spite of an active dnve to increase sales abroad m 
order to pay for nar malenaJs, Bntish exports were reduced dras 
tically between 193S and 1941 This is true even if exports of muni 
born to Allies ate included After the enaclmen! of lend lease per 
mitled Bntam to concentrate all her effort on prosecution of the 
war so far as paying for purchases in the United States was con 
cemed exports were reduced still more drastically If valued at pre- 
war pnees, they stood m 1943 at only 29 per cent of the 1938 level 

Hoiv a Bntam to cope with the impending hek of balance bo- 
tftcen her peacetime requirements for purchase of goods abroad 
and her means of paying for them’ If she does not find a way of 
coping with It, disaster is in sight A few are inclined to argue that 
since England dunng the war has drastically decreased her imports 
and at the same time has managed to produce more goods than ever 
largely for the purpose of supplying her army and navy, it will be 
possible to get along with many fewer imports than before The 
tonnage of dry-caigo imports into the United Kingdom was approx 
imatcly twice as great m the piewar yean as m 1944 Perhaps the 
postwar population could not get along with half as many goods 
from foreign countnes as before, but might it not subsist with a 
reduction of, say. 30 per cent’ A reply to this argument made by The 
Economist is dectsue When the wartime reduction of imports 15 
staled m terms of money value lalhcr than m weight, it turns out to 
be only about 20 per cent Moreover, the imports excluded by delib- 
erate government policy consist of goods that would be mdispcn 
«ble in a peacetime economy One such item is timber, which would 
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be necessaiy for the buiTdmg program Another is w-ood pulp and 
paper, without which Bntish newspapers would have to be restricted 
to the eight pages (or a few more) pnnted during the war, and the 
circulation of books would be severely limited Another important 
item IS oranges and lemons, without which a complete diet cannot 
be provided 

In spite of necessary limitations on the import of food during the 
war, Bntish fanners have managed to produce enough under a care- 
fully calculated government program, which includes not only the 
production but the distnbution of food products, so that the diet of 
the average citizen has been more adequate from the point of view 
of scientific nutrition than it ever was before This means, however, 
that the memben of the population who formerly suffered disas- 
trous deficiencies have been brought up to a higher standard rather 
than that those in the middle and upper income classes have had 
more and better things to eat For tnslancc, children and expectaot 
or nursing mothers have been assured enough milk, but only at the 
cost of limiting the rest of the population to powdered milk and very 
little of that Nevertheless, there is substantial support for the opin 
lOn that a revivified and more efficient Bntish agriculture can pro- 
duce subslantully more food than before the war The estimate u 
made that it may yield half of the food eaten hy the population 
instead of 40 per cent as previously 

An intelligent plan for doing this would not, however, retain the 
war pattern of production Dunng hostilities, the chief considcn 
tion was to conserve shipping space This led to the growing at home 
of bulky products like wheat and sugar although the economic cost 
was higher than if more of them had been imported In peacetime, 
such a policy would a^ravate the foreign trade problem rather than 
help to solve it and would result m 3 lower standard of nufntion 
than might otherwise be possible Bntish consumen would pay 
more for then bread and their sweets while the nations which spe- 
cialize in the production of wheat and sugar would be depnved of 
income necessary for the purchase of goods tlat could be manufac- 
tured in Dntain at a lower cost in manpower 

While some Bntish land ts suitable for the growth of wheat and 
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other grains, and these aops will not be abandoned, agncultuial 
planning will probably concentrate on opansion of the output of 
the ptotecbv'C foods, w hich are often penshable and contain needed 
Mtamms There is likely to be a growth of dairying and an effort to 
supply enough milk for e%ct)One» without buying any abroad This 
will naturally be accompanied by a somewhat larger supply of meat 
Expansion will also take place in \-cgctables, eggs, and poultry 
There will be an cndeaTOr to impro\e the cffiacncy of agncultuie 
by better plant and machinery and the use of more modem methods, 
and thus to reduce its demand op manpower relatne to the total 
output Reforestation pbns will, m the long tun, somewhat dimm 
isb the need for importing timber and wood pulp In spite of all 
that may be done, how cs-cr, the effect of these advances will be felt 
more in an improv'cmcnt of the consumpbon levels of the Bnhsh 
public than in any marked decline m the need for imports 
It is possible that, in the very long run, the advance of science and 
technology may male it possible for almost any nabon to dispense 
wath bulky or costly imports, just as the invenhon of a method of 
etracting nitrogen from the att years ago made it possible to pro- 
duce fertilucr at home instead of impotbng it from Chile, where 
great natural deposits of nitrate are found New materials are con 
tmually discovered which can be fabneated out of widely distrib- 
uted resources Thus, synthebc rubber can now be made out of ccal, 
of which Bntain has plenty Magnesium, a metal for which many 
uses may be found, some of them hithertoscned bj steel or other 
metals, can be extracted from sea water Tbcoretically , it is possible 
for chemistry and ph)-sics to discover enough about isolating and re- 
arranging the basic components of matter so that almost anvihin® 
can be made out of almost any thing else Nevertheless, this technical 
revolution is siai m its early stag© and cannot be counted upon m 
any calculable future to eliminate the need for Bntain to buy brge 
quantities of goods abroad This need is not only recognized by 
every senous student of the subject, but has been accepted by Uic 
majonty of the public ‘ Export or die” is a popular slogan 
llow will It be possible to bnng about an increase of 50 p« cent or 
more in exports of goods’ There is no assurance m the past that this 
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will occur automatically Indeed, there seems to be every assurance 
of the contrary conclusion Bntish exports fell further between the 
peak of 1929 and the bottom of the depression in 1932 than did 
international trade taken as a whole or the world’s industrial pro- 
duction In the subsequent rccoieiy, they rose again, but not nearly 
enough to make up for the previous loss At the peak of 1937, the 
mdustnal output of the world was above the 1929 level, and inter 
national trade as a whole was almost as high as in 1929 Bntish ci 
ports however, aggregated only 79 pet cent of their 1929 level 
The complete list of Bntish exports includes a bewildcnng vancty 
of products, almost everything that can be made for human con 
sumption IS included Bntain even sold abroad such unlikely items 
(for her) as grain, flour, and living animals for food Nevertheless, 
the maior part of these exports, if measured by value, was in 193S 
represented by only fourteen classifications These, m the order of 


their importance, were 

Classificatton Tkousandi 

of Pounii 

Machinery S7»855 

Cotton yams & manufactures <f9 6S0 

Vehicles (including locomotives ships, and aircraft) 

Iron and steel and their manufactures 

Coal 37,405 

Woolen and worsted yams and then manufactures 26,814 

Clicmicals, drugs, dyes, and colors 22/180 

Beverages and cocoa preparations *3,825 

Electrical goods and apparatus * 3 , 43 '^ 

Nonfenous metals and manufactmes *1,339 

Miscellaneous food *2,037 

Manufactures of other textile matcruls • 10 637 

Pottery, glass abrasiics 9610 

Cutlery, haidwaie, implements, and instruments 9/118 


Tlicsc classes of exports constituted 77 pet cent of the total Those 
who arc gloomy about the prospects of Bntish exports m the future 
* Not incituive of cotlon, sooica utl:,ancl tttiScul tUi 




Britain's “Life-or Death” Problem 27 

are usually alarmed by the fact that a number of the more important 
classifications m this list CMnced a sharply declining tendency be- 
tween the wars For instance, the exports of cotton 5 arns and man- 
ufactures were almost cut m half between 1913 and 1937 Exports of 
coal were reduced by one thud Exports of non and steel and their 
manufactures fell by one-cighth There was also a slight drop in 
exports of woolen yams and textiles Thus, four out of the first six 
Items on the list have for many years been losing ground 
For at least two of these items, there is little prospect of reversing 
the trend The supremacy of the Bntisb cotton textile industry was 
due to the fact that Britain was the first nation to install textile ma 
chmery and the factory sj'stem More backward countnes for many 
years relied on her for their cotton goods As nations develop indus- 
trially, one of the fint things they are able to do is to produce theu 
own cotton yam and cloth, especially m the cheaper grades There 
has been a tremendous growth of textile manufacture in India, 
Japan, and many other nations It would appear impossible for 
Bntam to recapture this trade m competition with the cheap labor 
of countnes with far lower standards of living, which nevertheless 
are capable of utilizing the same machinery 
A Bntish Commission which recently mvesligatcd the industry 
in the United States reported that Amcncan cotton mills, by the 
use of automatic looms and long runs, achieve a far higher output 
per labor hour than Bntish mills There rs much discussion of the 
possibility of increasing British productive efficiency No doubt 
something can be done m this direction Nevertheless, the American 
mills themselves make little for export and cannot compete with 
countnes like India and Japan tn the manufacture of cloth made 
by such methods The chief export demand now is for fine and 
raned piecegoods which arc not adapted to long runs The principal 
hope for expanding Bntish cotton textile exports lies in nsing stand 
aids of Imng throughout the world which would yield a demand for 
the fine goods which Bntish skill « required to produce But it is un 
likely that any improvement of sales m this sector of the industry 
can make up for the export markets flial have been lost 
The decline in exports of Bntish coal is due to a number of factors 
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it ’Rill be difficult to eliminate New coal deposits haw beta 
exploited in othci parts of the uorU ’There has been an cstensnt 
substitution of other fuels hie petroleum or of h>dcoelectnc power 
'There has occurred a tremendous increase in efficiency m the uti- 
lization of coal so that esenm the United States, where the need for 
industrial power has expanded many fold, there usually has been a 
potential surplus of coal overhanging the market Finally, many 
Bntish mines after years of operating have exhausted the belter 
seams and those nearer the surface TTic consctiuence is that they 
are more expensive to work There is much discussion m this realm 
also of the adoption of more efficient machinery, such as is used m 
the United States, but the nature of the seams is such that in many 
mines better machinery cannot be utilized The Bntish coal mdust^ 
has long suffered from the over-all inefficiency ansing from the dis 
organization of a divided ownenhip and planless competition Son1^ 
thing will undoubtedly be done to provide for a better type of 
control and management but the best that can be done u not hkcly 
to restore Bntuh coal exports to the level of 1913 

The drop in exports of iron and steel is not so senous and may 
conceivably be remedied It is due partly to backwardness in the 
organization and technique of the industry, brought about by finan 
cial manipulation and monopoly control of a kind which may be 
removed Nevertheless thcie has been a great expansion of steel ca 
pacity m other countries and particobrly in the United States dunng 
the viar Newer metals may encroach on the market for steel 'The 
future u uncertain, and there is no gaod ground for hoping that any 
great and permanent inaeasccan occur m Bntish exports from this 
industry 

hfany studies have been published in England indicating an ex 
tremcly low level of output per factory worker It is asserted for 
mstance, that per worker the United States produces 127 per cent 
more coal than the United Kingdom, four times as much iron and 
steel, more than four times as many cars 179 per cent more soap, 
and 126 per cent more rubber hies Building methods in Bntam 
are said to be far less productive than those in the United States 
Comparisons with prcwarGcrmany arc not so tinfavonblc Bntam 
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led German} in efficiency of produciion of iron and steel and auto- 
mobiles, but ss-as sorae\\ hat behind her in coal, soap and tires 
Those who ha\e dealt critically with figures purporting to show 
the output of industry per person engaged or per labor hour know 
that such figures must usually be taken with a gram of salt The 
basic statistics are often difficult to obtain Even when the} are 
accurate, they frequently do not take sufficientjv into account dif 
ferences in the nature of the product or in its quality Furthermore, 
statistics covering the output of whole nations are sure to be heanly 
weighted b} differences m the makeup of productiotv m the nations 
compared Nevertheless after making all possible allowances for the 
crudit) of the statistical results there is probably much room for 
improvement in British industrial efficiency 

From such facts pessimists are inclined to generalize that Bntish 
industry is hopelessly out of date and must lose out m the struggle 
for world trade The figures are employed by Englishmen whose 
chief interest is in the erection of protective barnerj against Amen 
an competition But they are farfrombeingthconlj facts Even an 
inspection of the record from which they were obtained will yield 
other and less discouraging observations For instance, the first and 
largat item m the lut of principal ctports— machinery— did not 
contract m the intcrwar period, but was increased by almost 50 per 
cent In 1915, this item had been fourth on the list There has been 
a rapid growth in exports of the relatively new industry of chemicab 
and drugs Even foreign sales of vehicles increased during the period, 
in spite of the slump in shipbuilding and the competition of Amen 
can automobiles Exports of elcctncal goods and apparatus mote 
than doubled There was an appreciable growth in the foreitm sales 
of pottery and glass, cutlery and hardware, and bev enges and cocoa 
preparations 

All these gams occurred dunng the penod when foreign trade as a 
whole met many reverses, a penod characterized hy the great de 
prcssion, the difficulties created by too high a valuation of the 
pound, and the obstructions to mtemational commc-rcc arising from 
exchange rcstnctions, bilateral trade agreements, and the like The 
truly remarkable gains m some of these categones were masked in 
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the a^egate figures of Bnbsh otperts, by the colossat losses ses- 
tamed in exports of cotton textiles and coal It is quite possible to 
maintain that the decline of these two old industries has now ap 
preached its limit, and consequently that a mete continuation of 
press-ar trends in the growing mdustnes wall turn up as a decisne in- 
crease m the total \alue of exports as compared with the unmedatJ 
prewar jeats 

In every country and in ever} decade, some industries grow whflff 
others decline Newer industries are usually more progressive than 
older ones This is true in England of chemicals and electneal equip 
ment Others which were not brge enough in 1938 toappearamong 
the first fourteen at all are growing by leaps and bounds One u the 
manufacture of artificial silk Another is the produchon of light 
metals such as magnesium and aluminum 

Much IS heard in both England and America of the advantage in 
international trade enjojed by goods resulting from American mass 
production beause of their lower unit costs The standard example 
IS passenger automobiles This oample is pertinent so far as it goes, 
but it IS not a true indication of backwardness m Bntish technology 
England has never had a large enough market at home for automo 
biles in order to employ mass production in their manufacture to 
the same extent as was possible in the United States Moreover, the 
kind of cars made in England did not appeal so strongly as the 
Amencan type to purchasers m many other countries 

The underlying reasons ate more sooal and political than strictly 
technological In prewar England, it was assumed that automobiles 
were and would remain luxuries, available chiefly to those with brge 
incomes A heavy sales fax was therefore pbeed upon them, based 
upon the honepower In addition there has been a sizable annual 
tax levied on anyone who owned an automobile Finally, there have 
been high sales taxes on gasoline The resulting discouragement of 
the use of automobiles on the part of those of medium or small 
means limited the sue of the internal market The taxes also led to 
the designing of motors of the lowest possible honepower which 
are extremely economical m gasoline consumption, but are not 
favored m repons outside of Engbnd where there are rougher 
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roads, steeper hills, and longCT distances The limited market which 
discouraged mass production in turn kept sales pnees high and thus 
earned on the vicious arcle which lestncted output Ail these dis- 
adv-antages might be removed by revision of the tax legislation, and 
this IS now a subject of much discussion It would take time for the 
Bntish automobile industry to rcor^nize itself in order to compete 
more effectively with the Amencan, but there is little doubt that 
ultimately it could be done if the appropnate legislation were 
passed Nloreover, the blumng of ebss lines in postwar England and 
the planned increase in standards of living for those m the lower in 
come brackets are in harmony with a more widespread use of motor 
cars 

Stones may be heard m England of the technical backwardness 
and bek of enterprise of businessmen, particularly m the older in 
dustiies where establishments remain in the hands of the same 
family for generations, and where it is the custom of members of 
the owTiing family to retire from business as soon as they have 
moderately satisfactory incomes, in order either to live the life of 
country gentlemen or to enter professions which have a higher social 
prestige, such as the bw It is also asserted that class distinctions 
have hampered efBcicnt management w other respects Many self 
made businessmen do not like to employ trained technicians, be- 
cause the latter are usually university graduates, and university grad 
uates customarily have enjoyed a higher social status In America 
such a bamet may have existed in the past, but if so it was gradually 
removed by time, because almost any successful businessman will 
send his sons to college In Engbnd. bowever, this has not been the 
universal custom Insobr as these charges ate true, the atmosphere 
of postwar English society should go far to remove them Technical 
and higher education wall be greatly extended and class hnes will 
not be so ngid 

There are, moreover, many English businessmen who themselves 
have received good technical training and who are extremely enter 
prutngand aggressive This is particularly true in the engineenng in- 
dustnes and in those w hich have biult up extensive foreign contacts 
The success story of the man who starts with little or nothing and 
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Tn-aVr< a fortune by the production of goods nunted bj others is hr 
no means bclang in the BnlisB Isles Some great English ^unufa^ 
tunng concerns, such as Cadbury's or Rowntree’s, ate noted for 
their progTessi\T management and then dating sales pohaes. H aS 
the facts n ere knomi, it might ea$3} turn out that there is as brge a 
proportion of business conservabsm and poor managemetit m the 
United States as in Engbnd The commonly accepted steTeot)pc$ 
of the hpical Amencan as a hard-dming, monej seeking, ingenious 
leader of industn and of the topical Englishman as a leisurely 
countn gentleman are fat loo simple 
There IS a legend m the United States that all good imenbonsaie 
made b\ Amencans and that our technical men are the best m the 
world It simplj is not true At the beginning of the war some 
Bntish airplane moton were more advanced than ours, we learned 
how to reproduce thenv—with improsemcnts, of course— m large 
quantih It was an Englishman who pioneered in radar They were 
ahead of us m telension, and are at this moment m a better position 
to export it Jet propubion did not originate on this side of the 
Atbntic The chemial and other new industnes art not behmd 
ours either to technique or in cost of production I ha\-e ei-en heard 
it confident!) predicted that the '•exed Bntish coal problem will sink 
into insignificance wnthm a quartCT-ccnluj) because of the rapid 
advance in discovering how to use atomic cnerg) 

Nor should we b) too much stress on mass production The 
Bntish arc just as capable of emplo)ing it as w c — w hen the demand 
for uniform products is Urge enough to male it pay But in some 
important markets it is not a factor In the nunufacturc of machine 
tools and maehincr), for instance, skill, ingenuit), and the Store of 
expenenee are the essential qualities, and these the Bntish workers 
possess in supcibtive degree Civil aviation after the war will not 
absorb pbnes and then motors bj the hundred thousand, here 
quaht) and adaptabilit) tospccul purposes will count more The 
same is true of power pbnts of all kinds Dntish bbor has alnu)s led 
in producing lugh-quality consumert’ goods in infinite lanet) — 
Scotch, woolens, cotton pece g o o ds, potterv, choeobtes, leather 
goods, gbss, cutlery, paper (The lenses for Lcica cameras were 
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made m England ) If expanding indiKhy and full ^ployment rule 
in the posU’ar \\otld, the British can share m the export of equip- 
ment for ships, railroads, power dations, and factones, while mote 
leisure and higher purchasing power will focus attenhon on the 
amenities of life and hence on quality ^ds 

PEP (Polihcal and Economic Pbnnmg), looVang for the English 
town most dependent on exports, found that it it-gj Stratford-on 
AsTin, which manufactures httle We should not forget tounst ex 
pcnditures as an clement in imasiblc exports Older regions, such as 
Italy, Switzerland, New England, not to mention newer ones like 
Florida and California, ha\e found them a powerful stimulus Will 
not eiety American who can possibly do so want travel when war 
ratnehons arc lifted? 

This bnef review of the Bntish task in oblaiiimg the imports 
necessary to the life of the nahon docs not prose that success will be 
assured There is no question whateier that the problem is extremely 
difficult, and that a solution of if is basic to all other considerations 
Unless enough food can be obtained, the people w-fli siar\c Unless 
timber can be imported, houses cannot be bu3t 'Phose engaged in 
the great cotton textile industry will have no cmploj-ment unless it 
is possible to purchase abroad the taw cotton to spin and weave The 
only way in which purchasing power for these and other necessities 
can be denied in the long run is b) the exportation of a sufficient 
value of goods and scmccs The quantity of goods alone sold abroad 
must probably be at least half again as large as before the war, and 
must be four times as great as exports dunng the last years of war 
Nothing can banish facts like these 
All that an examination of the existing situatioir indicates is that 
success IS not out of the question The pessimists ^ho belies e that 
Bnlain is done for as a great and populous natjon are no more 
justified than were the pessimists who thought that Britain was sure 
to be conquered by the superior might of Geiman arms when 
Hitler’s legions stood on the Channel and his boinbers were ravag 
ing London If British leaders and people muster the same stubborn 
determination, the same mgcnmly and steadiness, the same wfllinE 
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ness to do whatc'd must be done, no matter how unfamibar or how 
uncomfortable rt is, thcj have the opportumtj to ’Ran this battle too. 

Manr of them know this Thc) lealire that, while the Dpportunitr 
exists, the outcome cannot be left to happv diancc No automabc 
process of economic laissez fane can be lehed upon m this struggle. 
It will demand keen foresight and careful planning, on which map 
be based an int^rated national policv. earned through with skiH 
and resolution domestic interest whidi stands m the war of 
this policy must be subordinated to the public need By the same 
token, am foreign interest or am policy by thc Umted States or anv 
other nation which eien without intent, hampers Bntish survnal 
in the cSort to build foreign trade will be opposed with bitter itsola- 
bon Amencans in parbcislai. who are accustomed to regarding in- 
temabonal trade malnes as contests for proEts, should understand 
that to the Bntish thev will now be a test of the nahotul life. Bntooi 
wiD stand on the beaches and fight, d cecessaip, for enough to cat 
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If we assume that basic conditions do not make it impossible for 
Bntam to export enough so that she can pay for the goods she needs, 
exactly bow is this possibibty to be realized^ What is the nature of 
the planninghy which the problem is to be attacked’ 

At the very beginning, it will be well to exclude measures some 
times suggested in the United States, to which the Bntish will not 
resort if they possibly can help it The plight of Bntish export trade 
has not escaped the attention of students in this country It is be 
lievcd by many that loans from us would provide a welcome means 
of bridging any gap between the foreign purchases Bntam will have 
to make and the means that will be available to pay for them Some 
favor oSenng such loans Some arc wary lest, through the Interna 
tional Monetary Fund of the Btetton Woods agreement, the 
United Kingdom may ohtam a nght to the loans she may need with 
out the conditions that American banken might like to impose All 
such considerations rest on a senous misconception of the temper of 
the Bntish The Bntish arc well aware that one of the chief sources 
of their difficulty is the extent to which their foreign indebtedness 
has already been inacased by the war The last thing they want is to 
maease their borrownngs by a single penny, they want to get out of 
debt They may be compelled to borrow, but they would rather 
begin the long climb out of debt as soon as the war is over 

Other Amencans, in a spmt of farsighted generosity, have sug 
gested that this country makca gift to set thcBntish economy on its 
feet again This suggestion is also unwelcome To accept a gift for 
this purpose would be to acknowledge a dependency which the 
Bntish do not feel They know that their whole future might be 
compromised 6y a fiafeii of waffang with crutches They are ffrmly 
resolved to stand on then own feet by balanang imports with ex 
portscand want to do so at the earliest possible moment Anyone 
who supposes that the Bntish wanted to continue lend lease he) ond 
as 
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thepcnod of warnecessitj foigets the conditions under which Icnd- 
lease aid was extended hy the United Stales Bntain could not a 
port anj goods of a kind which she rcceii-ed under the Lend Lease 
Agreement The same inhibitions did not appl) to exports from the 
United States Bntain was fretting under this restnehon because of 
the fear that it would exclude Bntish goods from foreign marlcb 
while Amencan exporters were establishing tbemseUrs there The 
end of necessity for lend lease shipments theiefote could not come 
too soon to please those who arc guiding Bntain s foreign trade 
policies 

Bntish planning begins by dinding the near future into two 
penods fint a transition penod and second, a penod in which 
peacetime economy on a full and babneed basts maj be achto'cd 
The fint question asked about the transition penod is whether it 
wsll be characterued b\ a sufficient deirund for Bntish exports The 
ansner u a strong affirnutiie The whole world is suCenng from an 
acute scarcit) of goods of almost ci-ery desenpbon The European 
nations desustated by war wall at (he beginning need all the daily 
necessities of life Engbnd can make no net ccmlributicms of food, 
but she an export textile clothing, fuel shipping seiMces, and 
goods of many othe kinds These nations wnD also need to rebuild 
their lactone and transportation systems as rapidly as possible. 
They will require rails locomolnTS structural steel power pbnts, 
elcctnal equipment machmciy and other capital goijds of infinite 
ranctv Almost all of these things Bntain is well equipped to pro- 
duce There is esery prospect that for srseral jars demand will be 
grater than supply 

Nations in other continents which ha\e not been ranged by 
German armies have stocks of food and other raw materials of 
which they customarily produce an export surplus but have $uf 
feted severely from irubil tj to import the nunufactured goods 
formerly obtained from the grat industrial nations Their custom 
ary pacetime purchases of such goods from Enrope, Britain the 
United States and Japan have been almost completely cut oS dor 
mgthe jarsof war TTiey not only have been unable to obtain con- 
sumers goods like automobiles, tj-pcwritcn and textiles but also 
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have been unable to buy the machinery with which to produce such 
goods The machinery they already possess has suffered heavy de 
preciation and obsolescence Furthermore almost all such outlpng 
countnes have ambitious plans for expanding their industnal pro- 
duction and raising then standards of living Their demands for im 
ports will be almost as insistent as those of the war rai-aged regions 
The moment the sluices closed by war controls are reopened, 
purchases from then normal sources of supply will pour through 
like a raging tonent 

The next question ashed is whether competition from other na 
tions m selling the exports demanded is likely to depnve Bntam of 
a full share m this active market The answer lo this question is an 
equally firm No Two of Britain’s main prewar competitors will be 
out of commission for some time to come—namelj, Germany and 
Japan Though France and Italy did not occupy so prominent a 
place m exports of manufactures, they too will be hampered by a 
temporary loss of productive capacity Only the United States re 
mains This country has grea tly increased its capital equipment dur 
mg the war and is sure to be a formidable competitor m export 
markets Nevertheless, it suffersa comparable disadvantage in some 
types of goods, is farther geographically from some of the main 
regions of demand, and prolwbly will not export so much that 
Bntish industry cannot find buyers fox everything it is able to pro- 
duce m response to foreign requiicmcnls 

Assuming the need o! olhe, peoples for goods ftat Bntam ran 
produce, how ate these goods to be paid to, 7 Mere need is of no 
OTnomie inipottanee, unless .1 can be tanslaled tnlo effective 
demand Will the necessary fnndsbe asadable’ The answer to ibis 
thud question is on the whole aEmalive There ,s hltle doubt that 
insofar as guints are necessary for imraedate tdict, the money wall 
V forthcorning UNRRA rs already set op as an intemahonaUdTef 
agenq, and its financial resources arc provided for Edrf 
ments proper ate, how ever, lihely to he short m duration aS ai 

account tor only a small percentage of the toul demand B > f 

are also in sight to pay for leconstmchon France and th M 
tads, for imtanc^ though momentard, poor m X^Uqn,^ 
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ment, ate financially in a good position. They both have ample gold 
reserves, and credits have already been arranged both with Britain 
and the United States, to begin the task of reconstruction Russb 
has gold resources Gold is still acceptable in international payments, 
though it IS rejected as a standard for money. There is a strong 
prospect that the International Bank for Reconstruction and 
Development will make or guarantee any loans necessary to 
supplement the financial resources of war ravaged nations If this 
agency should not be established, something else is almost certain 
to take its place There is no question of the purchasing power of 
non Luropean nations like Argentina, Brazil, or India As a matter 
of fact, they have accumulated huge balances of dollars and pounds 
which they have been unable to spend during the war 

Tliough there is no doubt of the financial ability of the rest of the 
world to buy from Bntain, there is much concern about Britain's 
ability to obtain needed goods in exchange After all, she docs not 
want to export in order to earn money, but rather m order to buy 
what she needs Take the case of trade with Russia, for example. 
Russia’s credit is good and individual British manufacturers would 
have no hesitation in selling lier the enormous amounts of equip- 
ment she IS likely to want nor would British banks have any hcsita 
tion in financing such transactions Nevertheless, those responsible 
for British tnde policy sec no advantage in shipping the products of 
Bntish bbor to the Soviet Union, unless they can obtain in return 
something that British workers can cat or wear or live in A diet of 
gold or promises to pay is not nounshmg Specifically, Britain im 
ported from Russia before the wrar large quantities of timber and 
hides She could use both to great advantage in her domestic lecon 
slruction ptogom, but there is doubt how soon Russia can resume 
exports of this nature 

Such problems arc not necessarily insoluble, as long as the possi 
bilities of multilateral exchange remain Bntain may be able to take 
bci immediate p3)-mcnt in Russan gold and use that gold to buy 
what she needs from other sources Tlic same may hold true of re- 
construction trade in other European counlncs TIic process, how- 
ever, 1 $ not indefinitely otcnsible However much money or its 
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equiwlent Britain may be able to acquire from selling abroad, she 
must be able to spend it sorowvheie for what she wishes to consume 
or it will be of no use 

Another difficulty otisls in the case of countries liie Argentina, 
Egypt, or India, which have accumulated large balances of sterling 
in London received in payment for goods sold to Bntain dunng the 
war If exchange restrictions were to be abolished with the coming 
of peace, these countries could use their hoards of British currency 
m order to buy what they wanted from Bntam without sending any 
goods m exchange, until their war gams were exhausted Or they 
might exchange the pounds for dollars and buy from the United 
States The purchasing power resulting from the blocked sterling 
balances is of no use whatever in solving Bntam s import problem 
England needs Argentine beef and gram and Egyptian cotton, and 
would like to employ her resources to pay for such goods instead of 
merely to settle past debts 

The problem of dealing with the blocked sterling balances there 
fore emerges as one of pnmary importance Some agreement limit 
mg their use must obinously be made between Bntain and he: 
creditors Bntam, as a brge customer of the countn« m question, m 
pace as well as m war, is m an advantageous position to make such 
an agreement \Vhetas Argentina, Egypt, or India might profit as 
nations by obtaining needed goods from England without giving 
anything currently in exchange, the growen of Argentine beef or 
Egyptian cotton would not look upon such an arrangement with 
favor They need to sell Ihcir products year by j-car, [ust as Britain 
needs to buy them It is therefore probable that the sterling balances 
representing war debts to these countnes will be funded as long 
Icrni obligations, so that an arrangement for interest and amortiza 
tion may reduce the problem of payment to managahlc propor 
lions There arc, of courc, other possible mans of achieving the 
same rttult 

Some Bntish wnters also sugget that agieements be negotiated 
limiting the use of these funds to purchases in England instad of 
allowing them to be exchanged for dollars or currencies of other 
countne, which may be spent elsewhere It is difficult to sec the 
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force of this su^estion, since an}one who exchanged other curren- 
cies for the sterling in question would have to purchase English 
goods in order to realize on his bargain The amount of the total 
claims against British production would neither be increased nor be 
dceicased by the absence of any restriction of this hind 

The next question is concerned with the possible speed of recon- 
version from war production to civilian goods Can British plants 
and bbor be turned back quickly enough to take advantage of the 
foreign demand which is foreseen? The question is one of great im 
portance in view of the fact that British productive capacity vvas 
probably more completely mobilized for war purposes than that of 
any other nation, with the possible exception of Germany There is, 
nevertheless, little concern about the ability to rcmobihze promptly 
for peace A considerable percentage of the war mdustnes can turn 
to the output of goods needed for relief and reconstruction without 
any long delay in reequipment or retooling This is true, (or in 
stance, of industries supplying nondurable or semidurable eon 
sumers' goods such as textiles and clothing, and of mdustnes supply- 
ing many capital goods like coal or iron and steel Even locomotives 
and motor trucks were demanded in brge quantities for nor put 
poses It probably will require less time to complete the technical 
processes necessary for the shift from war to peace than it did to 
change from peace to war In this respect, the rebtive backwardness 
of mass production processes in Bntain is an advantage rather than 
a disadvantage It is much easier to reset ordinary tools and ma 
chines than it is to produce new special purpose machinery and re- 
equip whole production lines 

TJie chief problem in reconversion will probably be found not in 
making ready the necessary physical equipment, but m the rcdistn 
button of labor But in this respect, also Britain has an advantage 
Before the war she had a more highly developed system of bbor ex 
changes than most other nations Tlic very extent of her wartime 
bbor controls which will not be abandoned at least until rcconvcr 
sion IS well along will enable her to guide the redistribution of 
workers to the places wlictc they are most needed Dcmobiliration 
of the amicd forces will be as rapid as possible and should not be 
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dclajed because of any need of supplying jobs to men The urgency 
will rather be to find men for jobs A moderate amount of transi 
tional unemployment is anticipated, but most experts believe that 
it will quicUy be absorbed 

No great difficulty is thus anticipated in the existence of a foreign 
demand for British goods during the transitional period, in the 
means of financing these exports, or in the ability to produce them 
The real trouble is looVed for in quite a different direction What 
the Bntish economists fear during this penod is rather that the m 
tcmal demand for British products will be so great that there may 
not be enough goods left for the export marVet The domestic popu 
lation has long been deprned of satisfactions beyond those barely 
necessary to sustain health and the ability to work At the same 
time, it has enjojed a large income from full emplo>’ment and has 
laid aside its surplus m vast amounts of savings The chances are 
that full employment will continue aftej the war and that the 
potential purchasing power of individual consumers will be rela 
tnclyhigh They will want more and better things to cat Theywill 
need to replace clothing which has been worn threadbare They will 
rush to buy ordinary household necessities like sheets and tonels, 
which have been gron ing scarcer and scarcer They will \vant new 
furniture to replace that which has been broken as well as many of 
the less utilitarian articles like automobiles and radios, which have 
been unobtainable for six ) ears 

In addition, the government will enter the market to supply a 
huge aggregation of consumers* wants It will have a great rebuild 
mg and housing program and will demand many new teachers and 
doctors At the same time, it v*ilJ decrease the supply of labor by 
sending more people to school and providing more retirement 
pensions 

Tlic consequence of the immense backlog of internal wants rein 
forced by ample purchasing powxir in the hands of consumers and 
of tbcir governmental igcncrcs nill for some time be an effective 
demand for goods greatly in excess of supply Tlie natural result, if 
notlimg is done to control the process will be an immensely profit 
able home market for Bntish manufacturers, stimulated both by 
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large volume and by high paces These consumers will abo demand 
a larger quantity of imports than ever before In addition to neces- 
sities, they will want lu-tunes or semiluxunes of many kinds, such as 
tropical fruit If housing is to be built twice as rapidly as before the 
war, there will be a need for importing twice as much timber. 

Americans often picture English businessmen as shrewd and 
rapaaous aqiorters prowling about the world to sec what markcb 
they can wrest from us Some of them arc like that, but in London 
most of them are seen as people out of touch with foreign bujers 
and demands, who will prefer to sell m a booming home market 
rather than to take the trouble and nsk of seeking customers beyond 
the seas Vital though foreign trade is to Britain, her exports of 
goods in 1938 did not amount to more than ta or 13 per cent of her 
national income A correspondingly small amount of the available 
penonnel and effort was devoted to foreign trade, and ski]] m CK- 
plotting It was not shared by many businessmen Histoncally. ex 
ports from Britain arose m the mam, not because they were pro- 
moted either by individual producers or as a national policy, but 
rather because England was the old&t manufacturing nahon and 
customers were attracted by the desire for what she could produce 
It is obvious to all who have given the subject any thought that 
measures will have to be taken to restnet internal demand both for 
domestic goods and for imports in order to maintain the necessary 
foreign trade balance Other measures will be necessary to induce 
manufacturers to sell abroad goods that they might otherwise sell 
at home Capital and equipment will have to be directed into export 
industnes In addition to all this, it is of the utmost importance to 
increase the production of goods needed for both domestic and 
foreign markets so that the limited supply of labor may produce the 
greatest possible amount of wealth Domestic consumen must m 
an> case endure some sacrifice of potential satisfactions if their wel 
fare is to be served at all But it will be impossible to ask them to 
sacrifice so much that there will be a political rebellion which 
would disorganize the entire Bntish economy 
Measures of many kinds are suggested to accomplish the ends 
in view The existence of war controls provides a number of tlic 



43 


And How It May Be Solved 

requisite measures ready made It will, for instance be possible to 
liinit consumers’ demands by continuance of rationing It snll also 
be possible to asoid an inflationary pncc nse which would attract 
too much of the producers resources to the domestic market 
through the profit incentn e Busting price control will be available 
for this purpose Erchange control and other means of governing 
the kinds and quantities of impotb wall have to be continued It will 
be explained in a later cjiapter how the government s pow er to lease 
war factories, build new plants, determine pnonties m the use of 
malEnals and extend financial aid will be employed to encourage 
the growth of production m the Development Areas The same 
devices may and probably wall be used to favor the growth of m 
duslne serving export markets In addition to all this an effort will 
be made to make the way eaiier for exporten The Department of 
Oveneas Trade, established after the first M'orld War, is making 
intensive studies of foreign markets and is consulting with British 
manufacturers about their export problems Credit facilities not 
already available for arrymg on such trade will be provided 
Meth^s of marketing abroad which w ill facilitate the task for small 
and medium sized concerns are being explored 
If measures like these are to be used intelligently, it is clear that 
those who apply the several controls and the aids to industry can 
not go their own ways without coordination about a well designed 
program There must be some means of judging what imports are 
to be allowed and what imports must be restneted kkTnle the 
demands of the consumers in retail markets must be controlled, 
they cannot be held at too low a level The same logic holds for 
every other item m a possible prt^m The situation will resemble 
the problem of the war economy in every respect except one — that 
u the objective m view There will be a shortage of labor, of pro- 
ductive facilities, and of goods, in relation to the total demand 
"nic problem will be to adjust the supply to the most essential 
uses In order to do this, there must be something corresponding to 
sn 01 er all production program Pbnning must govern, m one way 
or another, almost the entire national economy In war, the produc 
bon program is dictated by military neccss'ities The army and navy 
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these seiMces above 1958, and the number of boj’S and giib who will 
be withdrawn from work on account of the raising of the school 
leaving age to fifteen Against these losses is set an estimate of the 
number of women cmplojed for the first time dunng the war who 
will probably wish to temam in industry Finally, a deduction is 
made for frictional employment incidental to demobilization The 
conclusions are that the industiul wxirking force will be i6,too,cco 
m 1946, 16^00000 in 1947, 17,100,000 in 1948, and 17,400,000 in 
1949 The further assumptions arc made that the average length of 
the working day will be the same as in 19^8 and that the production 
of the workers per man hour will have increased on the average by 
1 5 per cent annually The net result of these calculations indicates 
a total output for 1945 which 1$ 95,000,000 pounds less than in 1938 
In 1946 the total will be qafioo fi oo pounds mote than in 1938, and 
then it will nse rapidly until m 1948 it reaches 900 eoo 000 pounds 
more than the last prewar year These figures all take no account of 
the increase m pnees dunng the war 
Similar corrections based on reasonable assumptions are made for 
the change in other home produced output, the pay of the armed 
forces, and the loss in net income from foreign imestments A cor 
rection is then made for the 4; per cent increase in pnees which has 
occurred, and in which it is assumed there will be no change Oo 
this basis the postwar national income would be as follows 

Millions of Pounds 

1945- 46 8,iBo 

1946- 47 8 145 

1947- 48 8 285 

1948- 49 8420 

Ilavingamved at a figure for the total income which will be avail* 
able, it 11 then possible to suggest how it ought to be allotted among 
the vanous important uses Of pnmaty necessity u the repair of 
war damage, slum clearance, housing, and the new investment m 
industry that will be required toenbrge its output and increase its 
efficiency There will also need to be heavy expenditures on oil* 
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reads, roads, and shipping as v.ell as on the do-elopment of h)dn> 
electric power and rural electnficabon Estimates are made, there- 
fore, for a considerable increase in capital investment, by both 
government and pnvatc agencies This increase, however, is not set 
so high that it will prevent any improvement of the standards of 
consumption cnforc^ on individuals by the war The estimates 
allow for an increase of lo per cent in consumption in the fint post 
European war jear and mcieasea in the subsequent three years of 
20 per cent, 25 per cent, and 50 per cent respectively All these in- 
creases are based on 1945 It is assumed that imports will exceed er 
ports, ind hence that there will be a net deficit m foreign payments 
Expenditure by government on the aimed forces and other neces 
ary functions 13 of course accounted for Putting together these 
figurts, vre amve at an alloation of cxpendituns out of the ex 
pected nabonal income which looks like this 


MtHioru of Povndt 


EzpmJiturei 

1946 

>917 

1948 

*949 

Consuinen’ goods and services 

A790 

; aao 

5^56 

5655 

Pnvate snd public investment 

240 

i,aoo 

M85 

>.575 

Public expenditure on other goods 

and services 


>. 95 » 

i.S» 

1.500 

Foieign balance 

-JOO 

-215 

-150 

~110 

Net national expendilute at cunent 

pnea 

8180 

8145 

8.28; 

8,420 


On the basis of an analjsis of this kind, it is possible to suggest 
mote detailed allocabons For instance, consumers' expenditures 
may be broken down and estimates made of the productive re 
sources necesary to atisfy their several demands It is possible to 
allocate the amounts intended for the vanous kinds of capital ex 
pcnditur^ and to woik out in more detail the amount of imports 
and exports which must be available for the maintenance of a trade 
balance Sketchy though these largea^egafe figures are, thej do 
niumifiatc the nature of the problem and indicate what are the 
aUemative choices For instance, if consumers arc to have larger 
satisfactions than would be indicated by such a table, there must 
cither be a smaller amount devoted lo rebuilding and new capital 
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equipment or there tnust be a lai^r total national income If it 
turns out that the national income is smaller than the estimate, cuts 
must be made in one or more of the ranous subdivisions of total ex 
penditure 

Other economists might make different assumptions and dif 
ferent calculations, but uhalcver the figures chosen, the nature of 
the problem remains the same There must be an internal equilib- 
rium in the uses to which a national income of any siae is put In 
Bnfain particularly, the working out of this cquilibnum must pay 
special attention to the subject of this chapter, that is, the mam 
tenance of a balance between exports and imports which will pro- 
vide for sufficiently Urge imports to meet the needs of Bntish con 
sumption, and exports that ate not so Urge as to dram out of the 
country the goods which will be required by any given level of 
Bntish expenditure 

The figures m the preceding pages however rough and coniectural 
they may be. illuminate one conclusion with great clarity There u 
no possibility of constructing the kind of nation the British eepect 
to build at home, and at the same time acquinng the necessary im- 
ports on the basts of a babnee m foreign trade, without conscious 
planning of the na tiorul economy as a whole The housing program, 
the satisfaction of consumen wants for perishable goods the main 
tcnance of full emplojinent, the demands of a full-emplojinent in 
come for imports, and the requirements of a sufficiently large export 
program for bbor and productive equipment, will all jostle and 
push one another like a crowd tr>mg to get into a theater m which 
there is not enough room for all The outside limiting fartor is the 
total productive capacity of the Bntish economy Order must be 
maintained by the use of pnonticsand allocntions 

To rely entirely upon a free inlcrpby of demand supply, and 
pnee to provide automatic regubtion in the markets of a private 
enterprise economy would be to commit the rution to almost 
certain disaster Such a policy might in the long run achieve some 
sort of cquilibnum but only at the cost of most of the objectives on 
which Bntish hearts arc set It would, for instance, be quite possible 
to achieve a babnee between exports and imports at a level so low 
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as to involve starvation and unemployment for a large section of the 
population, or it might be possible to amve at reasonably full em 
ploj-mcnt at the cost of reUimng and enlarging the slums, and an 
extremely low level of consumption by the wage eamen Laissez 
fane is always tending toward et^uilibnum of some sort, but the 
terms of equilibnum and the process of getting there are frequently 
not compatible with desirable soaal objechves The only way to 
achieve an equilibrium which will devote the national productive 
resources to the uses desired by a maionty of the population in the 
order of preference of those dcsues, is to plan in advance the ob- 
jectives and the means of achieving them / ^ 

It IS estimated that the transition pcnod may last from four to six 
ycais \Vh3t about the foreign trade problem when it comes to an 
end’ By that time important changes will have taken place m the 
whole situation The foreign demand for goods needed for relief 
and reconstruction will presumably have fallen to negligible proper 
tions Other industnal nations will be reviving as competitors for 
exports The backlogs of demand, both domestic and foreign, will 
presumably have been taken care of The world must settle down to 
a system of trade and of payment therefor which is much less 
affected by war emergencies, and the economy must be expected to 
perpetuate itself on a sounder basis if the welfare of the peoples is to 
be served Within Britain itself, the war controls made possible by 
the existence of scarcities will have lost much of their effectiveness 
and many of them may ha\ e been abandoned Then will come the 
real test of Bntain’s ability to sell enough abroad so that she can 
continue to buy what the nation must hav e 
If the ideas of the more far si^itcd Bnhsh leaden prevail, the m 
ten enmg period mil hai c been utilized to lay the soundest possible 
foundation for holding and expanding export markets in this Jon^'er 
future Export industnes will have been made more efHcient by 
better organization and by equipment with the most advanced 
technical processes Widespread market research will have been 
conducted and foreign comrocicial contacts will have been im 
proved The industnes whose products are likely to be demanded m 
greater volume m the future will have had special attention Costs 
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of production have been icdaced by higher productivity per 
man hour, nhile maintaining a lebbvely high r^’age level Exchange 
rates for Entuh currency will have been so fixed that the pound is 
not overvalued, as it was after the bst war, and Bntish exports will 
suffer no competibve disadvantage on this account 

There is much discussion of the possible use of new mstrumen 
talibes for maintaining foreign trade even in this penod In view of 
the absolute necessity for maintaining it, many Englishmen are not 
wflling to rely solely on the chance of success in a competitive ex 
port market The prowess of American industry is so highly re- 
garded m Bntain that its competitive potentuhbes in foreign trade 
are, to say the least, not underestimated 

One of the special measures most discussed as a means of elimi 
nating the risks of the market u that of bulk buying by govern 
mental agencies (already employed during war), possibly accom 
panied by some form of barter agreement The government, for 
instance, would know in advance how much wheat or beef it was 
going to be necessary to import It would go to Argentina and other 
countnes producing such commoditis and offer contracts for 
purchase of the required amounts, at specified pnees Thu would 
stabilize the factors of demand and price for the foreign producers 
in question, and would give them assurance of an equivalent 
amount of purchasing power for Bntish products The agreement 
might further speafy in general bow this purchasing power was to 
be utilized Thus, Britain would be assured of the go^ she needed, 
and the foreign producers would be assured of payment by British 
goods No uncertainties of fluctuating pnees or of cut throat com 
petition would interfere with the legitimate human satisfactions on 
both sides The same kind of process could be utilized in the 
purcliase of any kind of raw matenab which can be graded and 
standardized 

Opponents of such measures argue that they are discriminatory 
against exporters of other countnes and will invite retaliation Bulk 
selling, too, IS not easily adaptable to the miscelbneous and in- 
finitely varied kinds of goods which Bntain is equipped to make 
Advance purchases of brge quantities are likely to result lo a higher 
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a^'cngc pncc paid for the matenals in question than would a large 
num^ of small purchases made by teen traders and timed to taVe 
advantage of the market Moreover, this sort of interference with 
the free play of tnde restricted the total volume of foreign com- 
merce before the war and would be likely to have the same effect 
after it 

Nothing IS more essential to Britain’s interests than that the total 
of world trade be mneased On this point, all Bntish students of the 
foreign trade problem are agreed They expect to be well prepared 
to mamlain exports, as fat as the internal economy is concerned 
But the demand for thae exports will ultimately depend on a 
healthy and expanding world economy No matter what the condi 
tions of competibon may be and no matter what trading methods 
may be emplojed, Bntam would have an extremely difEcull task m 
achieving at least 50 per cent more exports of goods than before the 
war if the total of world trade were to mert to that low level 
If. on the other hand, the total of world trade expands by 
p« cent or more, the demand for Bntish goods would naturally nse 
with it, and the problem would probably be solved, even without 
any specul preparation 

In assessing the chance of survival m the long future, the Bntish 
therefore concentrate their attention on the facton that determine 
the volume of world trade as a whole For the desired expansion 
other nations must assume as large a responsibility as theirs At this 
point the pohacs of the United States enter the discussion 
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B RITAIN and the United States are the two greatest indostml 
nations m the woild Te^ctber, they dominate international bade. 
The Soviet Union has also built op an important tndustnal sj’Stem, 
b\,t its economy ts so nearly self-contained that its exports and un- 
ports base nei'cr had nearly so moch indnence on economic condh 
tions in other nabons as base those of the tno English-speaking 
democracies Eien before the nar, the foreign trade of the United 
States and the United Kingdom combined accounted for about one- 
quarter of all the foreign commerce of the globe For some jrem 
after the war then chief mdustrul nsaU— Gennanj and Japati— 
snU not be able to rccoser their former posibon If there ts to be 
b tter compebbon for e xp orts of manufactured goods. BnUin and 
the Uni‘ed States mTl be the chief competiton Indeed, they wll be 
almost the only ones of anv importance If world trade as a «hole u 
to be expanded, most of the initatn-e must come from them If 
9-otld trade stagrutes or contracts, the chief cause of the mactmty 
s«H ansc from the polices they adopb 
Amencans pnde themselves on the achiei'croents of thor industry 
and the high standardsof Imngnhich prcsail m tha country, under 
prespc'ous conditions They are conscious of the cnonnous output 
recently ach ord for war purposes But it is a little diScult for the 
Anencan at home to undentand hoa large his nation looms when 
It IS seen from outside In military and naval po«er it has come 
close to bang an arbi’er of lh“ world s destiny This power how 
ever was nolaconsequenccofthcmaesizeofitsarmed force The 
Soviet Union and Germany both put more soldiers into the fcld 
Amencan mil tarv power would not have been nearly so g’Cat if it 
had not been for the highlv devdoped capaaty of Ihu country for 
mechanical p'oduction We b^n with vait and varied store of 
lu’iral resource In this repcct. Britain ts inSnitclv poorer Out of 
these; the populabon has erected a far grate manafactunng 
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capacit) than is possessed bj anj other nation The developmenl of 
machinery and technique is such that om output pet labor hour is 
on the a\er3ge much higher than that of an> other counti) The 
purchasing pov. cr of our domestic matVel is the brgest m the 'f, otld 
Our population is three times the size of Bnlain's and its a\enge 
income per capita is much higher We have accumulated great 
stores of fiiuncial capital and ha\e for so many jeats been the final 
destination of so much of the world s gold that w e ha\ e had to bury 
it m the ground because v. e did not know what else to do with it 
A few figures maj illuminate the preponderant weight of the 
United Stales in the economy of the world During the years 1925 
to 1919 the net value of industml ptoduchon in this country was 
^6 per cent of that of all the rutions It ts indicated by rough ttti 
mates that m 1959 the national income in the United States was 
equal to that of twenty three other countries combined, including 
Great Britain, Germany and France This comparison 1$ in terms of 
dollars rather than of ral goods and services, and would have to be 
corrected for lebtnely high pnc« in this country if one were 
measuring the materul satisfactions available to the inhabitants of 
the several nations Nev crtheless, it emphasizes the dommatmg im 
portanceof Amcncan purchasing power 

Calculations by the United Stales Department of Agnculture for 
the years 1917 and 1938 show that this country’s consumption of 
nine pnnapal raw materials and foodstuSs was 39 per cent of the 
total of the fifteen most important commercial nations Even the 
oports of the United States, though they were not nearly so large 
rcbtive to our national income as those of sev eral other nations ac 
counted for 15 6 pet cent of the total exports of the world m 1939 
W'e do not think of ourselves as being dependent upon forei'm im 
ports, yet m that y ear we bought 13 j pa cent of the world s imports 
and were second as an importing nation only to Great Bnbm As 
ATjprvreiTtfi'ra-fr mstcruh; wcKcrchrmthchid 6u}in>» as much 
as the United Kingdom, France, Cermanj , Japan and Canada com- 
bined 

It is traditional in the United Stales for Amencan producers to 
fear Bntish competition in both home and foreign matkets For 
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some reason, the Bnbsh husmessman is expected to get the better of 
every bargain If the producen in a country with such great achieve 
ments and so many natural advantages as the United States feel this 
way about Bntish competitors, how much more reason b there for 
Bntish businessmen to fear American competition’ Consaous of 
their own extraordinary difBcuItio, and looking across the ocean 
at the Western gunt, many of them are inclined to despair of 
survival m a postwar competitive struggle Certainly a large percent 
age of Bntish mdustralists would like, if it were possible, to avoid 
entenng such a race at all ky shutting out Amencan competition A 
large proporbon of the public is aSected by lh«r opinions 
The leaden of Bntish economic thinbng, however, who are itv 
fiuenbal m shaping gov emmental policy, have a more sophisticated 
view They would share the feat of Amencan competition if world 
markets were to be small or shnnking but they have no objection 
whatever to an expansion of Amencan exports, provided the in 
habitants of the United States ate willing to take an equal value of 
goods and services in exchange either at the bme or subsequently 
An expansion of exports means an expansion of imports too, as long 
as OUT foreign trade is balanced Though the foreign commerce of 
the United States is small reblive to its total income and produc- 
tion, this country was even before the war one of the two most im 
portant markets for the exports of other nations If, after the war, 
out foreign trade grows and is balanced, any concavabic increase of 
ourexports will mean that we buy as much more than formerly from 
foreign producers 

_In that case we shall buy more from English manufacturen them 
selves We shall also buy more from other countnes in Europe and 
from Latin Amenca Asia and Afnca The markets for Bntish ex 
ports m all these regions will thus increase Indeed one of the chief 
conditions of expanding economic activity throughout the world u 
that both the United States and Bntam should buy more from it 
And an expanding economy will provnde the essentul condition for 
the necessary increase of British exports The Bntish economists do 
not expect us to buy without selling, any more than they expect 
Bntam to do so They know that such a practice could not continue 
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for long As long as trade is active, they are perfectly wfllmg to run 
the nsks of the marketplace and to negotiate with us in a fnendly 
spmt about controls where controls arc thought desirable 
The Bntish for their part arc eager to buy all they can Thev fear, 
howe\er, that Americans are not For many yean rn the past, we 
ha\e Incd to export without acccpbng payment for all we sell The 
dread that we shall continue this endeavor haunts the Bntish lead 
ers Before the First World War, when the United Stales was a 
debtor nation, it was a normal procedure for the country to export 
more goods and services than were imported In those circumstances, 
a surplus of exports constituted a payment of interest and pnncipal 
abroad Now that we no longer have to pay any balance of debt 
charges to foreigners, we can maintain a true export surplus indefi 
nitely only by giving our goods and services away That means that 
we increase the supply of goods m international markets without 
correspondingly increasing the demand In this way we can spoil 
Bntam’s export market This is unfair competition o! much the 
same kind that is practiced withm a country by a great pnvate mo- 
nopoly when It puts the small fry out of business by selling below 
Its costs 

How do we give away goods or services abroad, m the ordinary 
course of events? There are many ways, some obvious, some subtle 
We can do it by governmental subsidies of shipping or of exports of 
wheat and cotton We can doit by financing our exports with loans, 
when the country to which we lend cannot produce a surplus for ex 
port brge enough so that the loans can be repaid, or when our tanffs 
are so high as to shut out what it does produce We can do it by 

making presents of govemmcnl property to export induslnes ^as in 

the disposal of war plants or equipment at uneconomically low 
pnc« All of these methods we have used and seem likely to use 
again 

Why should we want to gne goods away— except for relief pur 
poses? It may occur without any conscious intention, simply on ac 
count of Ihe interpby of vanouj interests Producers who seek profits 
through export may influence the government to push their foreign 
sales through subsidies or loans Other producen who fear the com 
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petition of imports may induce flie government to assist in keeping 
them out through protective tanffs The resulting action of our 
economy, viewed as a whole, is that we sell more than w c buy 'There 
is also a possibility that u e may adopt the course of maintaining an 
export surplus as a deliberate national policy Here lies the dramatic 
contrast between our situation and that of the Bntish Their na 
bonal need to export is a direct consequence of their need to buy 
abroad They are suffering, and fear that they will continue to suffer, 
from a deficiency of goods But we fear that we can produce more 
than we can find means of distnbuting to our own population If v^e 
are to have a national policy of giving away exports, it w ill be because 
we think we cannot otherwise fully employ our factones and farms, 
and the men and women who work in them We shall then, as the 
Bntish say, be exporting unemployment They see no moral justifi 
cation for such behavior 

It IS up to us, they believe, to solve our unemployment problem at 
home, as they plan to solve theirs That may involve drastic read 
]ustments m the nature of our production, or in out distribution of 
income^ or in our public fiscal policy, or in our tariff, or m all these 
things and more besides But it ts absurd to assume that a nation 
must permanently produce more than it consumes in order to save 
Its people from want There is, in the long run no escape from 
tackling any necessary internal rcadiustmcnts If we avoid the neces- 
sity for awhile by giving away our surplus the reckoning will be all 
the more severe, for we shall rum the rest of the w orld in the process, 
provided it continues to consent to accept our chanty 

At this point It IS necessary to say somethmg about the process of 
foreign investment Whenever in any given year a nation lends 
morcabroad than It borrows abroad its exports of goods and services 
must be larger than its imports Only in this way can the transfer of 
payments arise that is necessary to convey the proceeds of the loans 
to the foreign country (Of course, we are not speaking here of mere 
book credits which arc not used to buy anything ) There is no ob- 
lection on the part of British economists, nor can there be any 
sound objection to international investment of the right kind 
Many other parts of the world wish to build up their industries and 
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thdr productne pov,cr, and Amcnca has plenty of surplus capital to 
lend them Investment of productive capital is the onl> waj in 
which the wealth and income of the world can grow, ]ust as it is the 
onlj way in which to increase wealth and income within a nation 
It is a basic condition of an expanding world economy A surplus of 
exports from the United States arising in this way cannot injure 
an)-onc 

The danger is, not that we shall male foreign investments, but 
other that we shall male investments which arc so unsound eco- 
nomically that they do not add to the productive capacity of the 
WT3ild, or that ev en though we male product iv c inv estmenls abroad, 
we shall not do our share m absorbing the increased product by 
increasing out foreign purchases as out foreign inv estmenls grow If 
either of these mistales is nude, Ihe ultimate consequence will be 
that repayment of the loans will be defaulted and, as a result, the 
outflow of new mvestmcnl will shnnl A shnnbge of new invest 
ment is prcaselj the chief activating cause of depression This is as 
true intemationall) as it is within the lution 
It would be possible gradually to bring to an end a net outflow of 
foreign investment from any given country without damage to the 
world economy, provided that country at the same time increased its 
purchases from abroad enough to babnee its foreign trade at the 
previous high level of its exports This would mean in cBcct that it 
was substituting, on a world scale; an increased consumption ex 
pcnditurc for the mvestment expenditure which had b^ with 
drawn If the country in question wanted repayment of the loans it 
had nude, it would have to go even further and buy more abroad 
llun it sold there This was exactly the practice of Great Britain 
before the war But if a nation suddenly reduces its foreign Icndin® 
without simultaneously increasing its foreign buying, it diminishes 
the amount of purchasing power in arcubtion, and so exerts a de 
■preatTigxStetxjn-dliVinmArom'ftKfr rdia'nons wifn jt 

The feat that the United States may punuc this course is not 
merely an imaginary one, but rests upon wliat we actually did during 
the decade just after the First World War The immense purchases 
which had been made m tins country dunng the war by the oUjcr 
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bclligcTCnts were financed largdjr by American loans to them, and 
we emerged from the war a neditor nation, at least on the books 
After the sharp but brief postwar depression of 1921, a large amount 
of pnvate foreign in\esttnent was added to the governmental war 
debts From 1919 until the end of 1929, we provided approximately 
7,500,000,000 dollars of new capital to other nations by means of 
foreign loans floated in this country This was greater than the total 
of the foreign loans made m the same years by all the other capital 
lending countnes combined In addition, Amencans made a brge 
volume of direct investment abroad Thus dunng a relatively bnef 
penod we became a leading creditor nation, with foreign invest* 
ments about equal to those built up by Great Bntain dunng the 
whole preceding century There was an annual increase in the for 
eign lending of this country in every year from 191910 1927, with the 
single exception of 1925 It would not be too much to say that the 
purchasing power, in terms of dolbis, thus supplied to the rest of 
the world was a ma{or factor in the economic recovery that chaiac* 
tenzed the penod in question The stimulating eflect of this new 
ihvestment was of coune accompanied by the sustaining power of a 
large volume of Amencan imports which resulted— m spite of our 
high tanffs— from the need formatenals by an expanding Amencan 
industry and the growing purchasing power of Amencan consumers 
of tropical foods 

While there is no doubt that the world needed capibl and that it 
was entirely proper lor the United States to invest abroad, the m 
vestment policies actually pursued were anything but farsighted 
An authoritative descnption of the process is contained in The 
United Stales in the World Economy, published by the U,S De- 
partment of Commerce 

' Enticed by the prospect of commissions much higher than those 
available on domestic issues and faced with the necessity for a con 
tinuous flow of new securities to keep brge staffs of bond salesmen 
employed, Amencan investment banken had their agents ‘silting 
on the doorsteps’ of prospective borrowers, as one observer put it, 
offering them money and nuny times penuadmg them to Iwrrow 
more than they actually needed TTic bonds were widely distributed. 
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m turn, to the Amencan imestmg public, which was attracted by 
the high pelds obtainable and apparently willing to rely on the 
judgment of the selling banVers as to the safety of the loans 
‘This uncontrolled and extremely competitive method of foreign 
lending led almost ine\itably to unwise, and frequently to wasteful 
use of loan proceeds and to overbonowing by many countnes Evi 
dence presented at hcanngs held before the Senate Finance Com 
mittcc m 1931 and 1932 contains many references to such situations 
Funds provided by loans to Cuba and Peru appear to have been 
Spent in a particularly wasteful and extravagant manner And re- 
gardless of the basic worth of many of the projects made possible by 
foreign loans, it was obvious as early as 1926 that many countries 
were borrowing far more than they could reasonably be expected to 
repay This overborrowing was recognized by authorities m the 
borrowing nations themselves— m Peru and Germany, for instance 
—but these authonties were either unable or unwilling to stem 
the flow of Amencan capital into tbcir countries NJorcover, the gov 
emments of some countnes that had been consistently large bor 
rowers for seveni yean were probably fearful of the shock to their 
economics likely to result from a sudden cessation of capital in 
flow” 


This activih continued into 1928, but by the middle of that year 
the speculative boom on the Newr York slock maikct began to offer 
such apparently magical possibilities of quick profits and attracted 
SO much money that foreign investment began sharply to fall off At 
the same time, the unsoundness of many of the investments which 
had been made began to appear more clearly, and appreciation of 
this fact discouraged more of the same kind The disturbing effect of 
this sudden stoppage m the flow of foreign loans was somewhat 
masked by the continuance of a high level of imports into the United 
SUtes up to the middle of 1929 Then, honeiet. nith the coming of 
the etasb, 1 shjrp dnmnntoin of ptnelases h,, Amerats ataatl 
added to the restnction of the Bow of capital Within three veais 
the supply of dofhis furnished to forcigncis by Amencan loans and 
impoits combined seas tcduced bj 68 per cent annually Thus nc 
nnseltled the economy of the enbre n-oild The nations upon nhom 
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this blow fell suffered an acute shortage of dolbn with which to 
meet their debt charges to us and with which to buy what they 
needed here and in other countncs Pajments on many of the debts 
were necessarily defaulted 

It then appeared that what we had been doing in effect was to 
maintain a surplus of erports oscr imports ffnanced by foreign m 
\estment, much of which could not be repaid \Vc had, m other 
words, gnen away goods and services While the process was going 
on, our exporters enjojed an unfair advantage over those in other 
countries who could not so freely offer loans in exchange for orders 
This was not too senous as long as total tnde was expanding No 
doubt the rest of the world would have had little objection if the 
process could have been continued indefinitely The chief trouble 
was that it could not be continued Nothing is so demonlizing as 
fint to make others dependent on )Our chanty and then suddenly to 
withdraw the gifts The Bntish are nght in desinng that there be no 
repetition of thu expenenee We should be wise if we shared their 
apprehension, since its ultimate consequences were even more uiv- 
happy for ounelves 

The fear that we shall give our wealth away m a mistaken belief 
that this u a good method of preventing uncmplojinenl is closely 
asvocuted with another and even more prevalent and deep-rooted 
fear on the part of the Bntish This u that we shall suffer another 
great depression and drag the world down with us as we did 
after 19x9 

hfany Americans have been ted to believe that our depression was 
international in origin and was brought upon us as a sort of inevi* 
table consequence of the I inl World War This seems to mean to 
them that its causes lay somewhere outside the boundaries of the 
United States and were beyond our control Such a view of the 
matter is not accepted in England Though distuibing factors ex 
istcd m other parts of the world the British are more conscious than 
wc are of the sheet weight of the American economy and of the 
leading role pbjed by it If our economy had been sound mtcnully, 
its triumphal progress in the first postwar decade might have been 
slowed down by unfoiturutc events in other regions but it could 
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hardly have suffered the disastrous collision svhjch for a tune 
ntecJced the whole machine There was something wrong with the 
stecnng gear 

\Vhatc\ cr the causes of the great depression, it ts obvious that the 
way in which the United States manages its economy must have a 
decisive effect on the prospenty of any other nation « hich has deal 
mgs mth it If we can contrive to remain prosperous, others will 
find It much easier to do so If on the other hand, we allow produc 
lion and employment to suffer a drastic decline, other nabons will 
almost certainly be affected adversely, no matter how sound and 
how well calculated their own economic poluncs may be ^^oreo^c^, 
It ought to be possible for us to saf^uard our economic actmty 
against any unfavorable influence which may anse anywhere in the 
world, since the purchasing power of our own population and our 
own productive capacity are so much greater than those of any re 
gion where unsettling madents may occur The British feel that 
they are competent to maintain high employment and avoid sharp 
Buctuations as far as their own internal economy is concerned If 
they only had the resources of the Untied States, they would believe 
themselves immune against exterrul misfortune It is not unnatural 
for them to think that the chief danger to their economic stability 
m the future wall flow from the United States 
They regard out economy as one suffused with energy, but subject 
to great variations and difficult to stabilize They suspect that we 
shall not suhicct it to the consaous control that would be necessary 
to prevent booms and dcptcssiom They sense in this country no 
overw helming public sentiment for the public expenditure or type of 
fiscal control or the planning which ihqr expect to employ m their 
Own economy m order to assure full employment and to mmimiie 
fiuct nations 

Even the Roosevelt Administration was not too sure of itself in 
internal lyshvar. i^annin/j, Congest ciuj. -OmcifK hn, 'cuuitn.-i 'oputi 
not to understand an economic philosophy of this kind, and to 
wicck its execution m general and m detail Traditionalism is strong 
among bankers and businessmen Voted interests Seeking their own 
advantage m subsidies and tariffs ate voluble Even many aadcmic 
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economists are stlQ linng m Ac fairyland of as automabcally sdf 
regnlalmg pn«te enterprise 

After the last war, business was dominant, and » e let things toVe 
their course We had a sharp inflation and dcfiation We insisted on 
paj-roent of mr debts vhfleat the same time « e raised tands against 
imports We led world recovery for a few j-ean by a boom m build- 
ing, automobfles, ndio We did marvels m increasing productivity 
per labor hour We were, indeed, so proud of our economy that we 
carpected the boom to last forever Ins'ead of being prepared against 
its collapse, ne let it overflow into fantastic speculabon 

The Bntch, who shared man) of our illusions at the time, believe 
they have learned something from this cap enenee They are not at 
all sure that we have done so Too many of the noises from this side 
of the Atbntic sound as if we were now prepoong to accept a new 
venion of Harding “normalcy” Scarcely a day goes by without a 
declaration by some important person that govcmmental interven- 
tion must cease at the earliest possible moment and that we must 
rest our future tn the hands of private enterprise under a regime of 
competition (which ts fat less prevalent now than it was in iQto), 

The figures show that the depression of the thirties was both 
deeper and of longer duration in the United States than it was in 
other mdustrul countnes, with the posible exception of Germany 
This u true whether the decline u measured by national income or 
by indostnal production The curve tracing the national income in 
the United States indicates that it never recovered to the 1929 level 
before the outbreak of the w-ar The aggregate national income of 
eleven other countnes (United Kingdom Canada, Australa New 
Zealand, Denmark, Norway, Swrden, France, Nctherbnds, Ger 
man) and Japan) had recovered to the 1929 level by 1954, 

1937 was 25 per cent above it Industrul production in the United 
States got back to the 1919 level only in 1957, wherai in these 
cln-en other countnes it did $0 10 1935 and thereafter rose above the 
peak of the previous boom 

Great Bntam was no exception among these other countnes. dif 
fenng from the general expenence only in the fact that her slump 
was rebtivcly modente The way m which Bntam was aflected by 
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ccr (irsrerxni, hcttrvc^ c laica’rd hv tlic fact tHat her cn"ve cf 
fatiss tode fet^rwed ircch ccts desd? the catonal ccctse ra 
fcc Un-ted St3‘s3 than it iA ter cro catcnal taceme. In Great 
Ectaar, far cistjace. crpo'ts were ect ccadf a half a*- the bottsa 
c£ the dcpt=sam, althce^ the catanul mcottc was reduced cot 
nc*e than i j per cent. And even at the tep c£ the sebeeqaent re- 
ccvcTT Q igT", Bntsh erpetts were cniT -o pr cent of the igeg 
lod* whereas Erbsh natecal icccce was lo pc ces*’ above it. The 
fTSrga bade cf the UeJed St3*es, hcwr/c Scctei'-ed m a rauch 
cfa'c reiiamsfc p ta its caJanuJ cccmc; azd Che enpertj cf this 
cembT fell acd rcec c ahset cnctiv the same ratal as iLd its in 
dartnal prodccton. F'^a there facts it b xnfer^ that the eipcits 
cf the Entnh a'e fa' trot- d^endest epea the state cf eccnctn-c 
actir*7 la the United Sla^a than the7 a-e on the sta‘e cf the Bntish 
eternal corcerv I*- a airo nfered that the depressaitx was pn- 
xsadlv an Aaencan phe-ocenon, c* es though it se-e^v aSected 
the welfa-s cf ether cahens 

It ar» be asied hew tt aa be that Bnfcsh foreign trade shctdd 
depend so clc'clv cn Anencaa p’cspcr'r a r.cw cf the fact that the 
United States beegh* cuIt abont 6 pc* cent cf Brfaa $ total eeports. 
The rsascti s that the coreaJ coerse cf bade is not fcda^eal ha-^-r, 
hot Sows ahon* ta la-g— a-dcs Fvea ta a sm^e oi^. the d^-*Treat 
5*0^3 sn6crwhc» the fac*cne5 li* o6 men. cot because the factones 
tny anvthsg facn the depa'tn-er* stores but becncrc the families 
who do fcuv fTim them a'e dcpecdcat cn the fac*crcs for the inorev 
with wfuch to calie then purchases PL mrm g, a B ntah pnbLatioa» 
dfiserbes the prrcea m Ihs war "\IaIa 73 , for instance; sells less 
La ta Asenci, Brazil, les ecSse; in consequence, \falava has less 
ta Tsead cn egatbes f*oo Bntaai. cn petrol fmm the Du’-ch East 
Isd.e5.while Brazil has less to spend cn iron and s*ee! fno Bntan, 
cn whea‘ ftan the Argestme. Brtam. tie Du*ch East Inches a-d 
the Argentn'c.intBcirtiirT.ha c less to spend ennsperts, and thus 
a VXHK3 cncle cf dccLncig world demand a created, caesmg bade 
as a wheV ta conbact bv fa' more fiaa fre trerr redoeben m 
crpcrti- In tdaben ta on* need to expand eeports af*er the war. it 
feCews tha* the cmcral factor a the maintenance of full emplov 
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merit or at least the avoidance oJ slumps, in the United Stales ” 
In popular discussions of foreign trade, it is often assumed that a 
trading process is merely a stru^le among the industrial nations to 
sec \\ ho can export the most to the test of the utirld This assumes 
that what one of them pins another must lose It may therefore 
seem shange to assert that the chief requirement for an oqunsion 
of Bntish exports is prosperity in the United States Insofar as indi 
ndual business concerns are ini-olvcd, it may be true that what one 
loses another gams especially if the total of trade is stationary or 
shnnking But this idea of commerce complctelj ignores the fact 
that the best customers of the industnal nations arc not the back 
ward raw matcnal producing regions, but one another Within a 
nation it u easy to sec that prospenty is indii isible Few people real 
ue that in the penod between 1919 and 1959 the British Empire 
bought 41 per cent of all the exports from the United States and that 
more than 3; per cent of all imports into the United Sbtes came 
from the British Empire Within the Empire, the United Kingdom 
was second only to Canada as a customer of the United States 
Another mdely held delusion closely sbn to the first, u that 
when a backward region is industrialized il becomes a competitor of 
the more adsunced nations and ceases to be a buj er This may be the 
case m a particular industry In general howner, the more produc- 
tne a nation becomes and the higher its income the more it bu)'S 
A sinking example is that of Canada Between 1900 and 1940, the 
gross wlue of Canadian manufactures increased from $481 000,000 
to $4 529 000 oco In the same penod its imports from the United 
States not onl) did not decline but increased about seiTnfold, or 
from S107000000 to S740000000 
As long as the channels of world trade are open therefore, any 
increase in prospenty an>-wbcrc faion the inacasc 0/ prospenfv 
cienwhcie Tins applies with special force to the United Stales 
which bj its sheer economic magnitude dominates the economy of 
the world Thcic is nothing illogical in the fact that the possible 
in]unes which the Bntish leaders of economic thought fear from us 
ate identical w ith the chief injuries which w c may inQiet upon out 
■it’n'CS 
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Let us now translate these fean into positise form WTiat is it 
that the Bntish really want from us’ They do not want philanthropy 
They do not esm want loans if they can possibly avoid incumng 
them They do not expect Amencan businessmen out of generosity 
to efface themselves from world commerce in order that Bntam may 
survive They do not even want a reduction of exports from the 
United Stales in order that Bntuh exports may replace them Their 
essential desires, upon the fulfilment of which everything else de- 
pends, are capable of being stated in two sentences 
First, it « necessary for the surma! of Bntam that we maintain 
full mplcyment m the United States by distributing to our own 
people the highest level of living we arc capable of produang The 
implication of such acbon for foreign trade would be, not to restnet 
exports, but merely to make sure that wc received from the rest of 
the world as large a value of goods and services as w e shipped out It 
would prevent us from first giving aw-ay a substantul portion of our 
weal^ because we did not know how to distnbute U at home, and 
then ruimng both the beneficianes of out chanty and ourselves be 
cause we could no longer find a way of continuing the gifts Alto- 
gether, this desire on the part of the Bntish does not seem unreason 
able, nor does it bode us any ill It could scarcely be opposed in the 
intcrat of the people of the United States Only those would op- 
pose it who do not wash to take the measures necessary to bnng 
about full emplojTTicnt, or to effectuate a better distribuhon of the 
national income 

Second, it 15 necessary for Britain's sunmal that mc should having 
achieved full employment and a high standard of Imng maintain it 
sf cadily instead of allowing employment and production to collapse, 
as they did in the period between the wars This also could scarcely 
be described as a hostile intention Not mote than a liny minonty 
of Amcncans would admit that they desired anything else Some 
thing more would be required on our part, how'cvcr, than vague 
good intentions if wc were to effectuate the aim We should have to 
Xfirj psAvwW AbsugsV,* Wt AhsuvU »Vas’<r Ar pvnTUvrqtmV 

a difTcrcnt course from that which led us to disaster after the last war 
W'e should have to plan and control our economy, dirccllj or m 
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dirsctV, n sr^ch a war that tli« wcOd not dntlop the d3*crt«ra 
and faila’ss «iti3ibnCT which cjcvntahV lead to slnnps ^Vh^!s 
a’ciort ncbodi la AiretKa wants a d-*p- gr oa, thrr stts to be 
relatnelr few who ha«cm£dencs that Ixow howa dcp'nnoa 

nay be aTO d-d O' who a'c wilhrj to sappcit the trsaas rcara- 
rrerd-d to a'h-r.e tha ead. 

\%'h3t wiD Bntaia do if we do oo» tT> to gaa o*- do rot saccetd in 
gaining thae two goals wh*ch a't essential for tbs solution of hei 
Lfc and-dea'h p^b’m’ The-e a^e some who bcLcse that she will do 
rothmg ba* accept the fa’c impo^ open her br cs, because Ibr^ 
u nothing e5“ctne s''e can do Bet these pessnnists a'c in the mi 
r~"*T Thfe is n England an tmpo^nt bod. of tn^OTred opTuon 
which bel tres that an escape mar be foend. Mo^ Bntishe*s wocld 
cc‘ choose tha was if th« ccold fed teal etnSdcrce that the Uai'ed 
Stages wo*Jd sohe its own economic p*ob’em Thev tbml that the 
roc*c fo* escape w hich ifcer see open o a darg-ros and cLSciiIt one, 
and would be a fat less happ7 so’ction thaa that which would be 
pTSssded by a stab’- and pmspenres Anenca Neserth-^ess, Ihes at 
resolsed to lake tt tath-t thaa nsk be'ng sebtrerg e d br another 
Ane-can dfptsron The nx** cj question u. la tnef, to btiiW a 
t*ad.r§3 cacapab'eof insvbt -g itself from th-Ar-encaneconcmjr 
The Bntch be! -se. w*b som- reason, that if the*: coun^ had as 
b”?- tes oui -es as clh-i Rcssa or ih- Un ‘ed Sta*es and wet as 
rcarl. capab'-ot bcmgecc-om alijsclf-contai-cd. the) would not 
reed to fat air d-p'essmg inEuerces fro~i outside Unfo**unatel7 
ferthet this tsnot Ibes tu3*ionof the Un'ed Kingdom itself But 
many o* them hope that an assonation of like tni-d-d na’ioni, wi’h 
the Enp"e as its founda’icn might be CTQ'td which would 

be apafc^e cf mai-ta "i-g full esrp'ovir-nt and a reb’nelv h gh 
sta-da d cf Lsn-g, no ru'tei wha* happe’td in the Uni'ed State 
D 5CUSS on cf tha ptrject most be resened for a-o^’-e chap'e 
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CAN BRITAIN INSULATE 
HERSELF? 


If the United Kingdom isto beclosclv associated wjth a s\orld\«de 
economy in vihich (he United States will nccessariU plaj the most 
important role shewdl not beablc to expand her exports sufficiently 
to sustain her people at all to sa\ nothing of supporting a higher 
standard of life unless the United Slates maintains a high lescl of 
economic actmly and purchasa frccU abroad Fear that the United 
Stales ssnll not do so prompts important leaden of English thought 
to sect a mean? of protccfmg^ fftorr rufrewt agJ»iW( (ftc cAances a( 
American misfortune In order to understand the means suggested 
toachioethisend it is necessary tolnovv something about the the* 
cry of international trade and about its history dunng the past few 
decades 

The classical school of economics which onginaied m England 
and for many years found its chief expression m Bnlish economic 
policy, held that there should be as fc\% obstructions as possible m 
the way of trade Within a nation itwasbcliexed freedom for com 
petitnc pniatc enterprise sioiild permit an interplay of supply de 
mand and price such that the use of the a\aibble natural resources 
and labor power would be adjusted as closch as possible to the de 
mands of consumers If any article wxne scarce m relation to the de 
mand itspnccwouldnsc Thiswould tendon Iheone hand tolimit 
the use of the more scanty resources and on the Other to stimulate 
businessmen to find ways of satis^ing the demand If the quantity 
of an) article offered for sale crccedcd the demand for it at the pnee 
set the price would fall and the demand would thereby be in 

creased IfasurpUisstilliemaincdatthcIowcstpossiblepnce Ihcal 

tcnlion of producers would be directed to the output of other and 
less plentiful goods In this process of continual Adjustment those 
regions and those producers who were able to offer the belter prod 
nr 
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ucts at the lovrCr pnces would tend to sumve, and thus economic 
cfEciency would be promoted The net outcome would be that the 
consumen would get as much of what they wanted, in the order of 
the rebtive mtensity of tlieir wants, as the asailable resources and 
the productive efficiency of industry would permit The producers, 
m turn, would each be working at the tasks for which they were 
best fitted and which w ould offer them the highest reward ' 

The theory held that the same pnnciplcs applied internationally. 
The more nearly trade among nations could be conducted with the 
same freedom as within a nation, the larger its volume would be, 
and the greater would be the benefit to all It was erpccled that such 
a policy would promote the specialization of each region in the 
production of those things which it could make best and cheapest, 
and the exchange of these products for those of other regions which 
were better equipped to make other types of goods On this ground, 
protective tanffs were opposed, and for many )eaTS Bntain actually 
practiced an approximation to free trade She had an eatly lead m 
factory production, and developed her mechanical industry not only 
by satisfying the wants of the domestic population, but by selling 
her manufactured goods abroad and taking m exchange food that 
could be grown more cheaply elsewhere or taw materials that were 
not to be found within her botden So great was the demand for her 
products that she earned a surplus not expended for imports of 
goods, by means of which she accumulated great foreign invest 
ments 

Younger nations dcsinng to bufld up industry, like the United 
States and Germany, did not consistently follow the same policy 
Even under a free trade S)Stcm their manufactures probably would 
have grown, but they wished to hasten the process, and did so by 
enacting protective tanffs intended to rcscnc the home market for 
domestic producers The United States continued to export raw 
materials and food to Cngbnd, but did not take in exchange nearly 
so many manufactured goods as would have been imported if there 
had been no tariff Protection naturally stimulated the growth of 
some industries which had such high costs of production that they 
could not have survived m competition on a world market Hut the 
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domestjc marlcct was so large lliat any possible inability to compete 
abroad v.-as not greallj regretted 

For rruny jcars before the First World War the United States ex 
ported a larger \alue of goods than she imported, and the net bal 
ance of payments due her on foreign trade was employ ed to meet the 
charges on foreign investments of capital in this country, which 
Tt ere greater than American invcslmcnts abroad Thus there arose no 
important disturbance to thcbabnceof pasments At the same time 
production and consumption were growing so rapidly throughout 
the world that the obstructions oficred to international trade by the 
protective tariff systems of the United States and other nations did 
not scnouslj interfere with Britain’s ability to sell abroad 

Inlemalional trade differs from trade within a nation not only 
because of the ability of national governments to obstruct it at thcir 
borders, but because each of the several nations has its own system 
of cunency A visitor from Chicago to New Yoth may taVe his dol 
lars with him and buy whatever is for sale in New York without 
further ado A merchant in any one state may buy from a merchant 
in another without bothering to obtain a different kind of money 
from that which he normally uses But anyone in the United States 
who wishes to buy in Engbnd must exchange his dolbn for pounds 
This necessity offers no great difficulty when the exchange values of 
the vanous currencies do not change materially from month to 
month and from year to year That was normally the condition be 
fore the First World War 

But there is no basic assurance that the exchange values of the 
several cuncncics will tcrruin stable As long as foreign exchange is 
not controlled and is dealt m on free markets, the pnee of any given 
Currency m terms of another varies with demand and supply just as 
in any market If the people scelw^ to buy dolbrs want more dolbrs 
than arc offered (or sale, the pnee of dolbrs will rise It will then 
take more sterling to buy a given number of dollars Under the gold 
standard, which prevailed generally before the First World War^ 
such pnee variations were small and quickiv checked Tins was be 
cause the valuation of each currency was fixed m terms of the 
precious metal, and anyone could biqr gold with his dollars or pounds 
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if he wished to do so Therefore, if the pnce of dollars m pounds 
rose above their gold value, it became cheaper for a person who 
wished to exchange pounds for dollars to buy gold instead and pay 
his debts with that Thus exchanges fluctuated only within a nanow 
range determined by the cost of shipping gold from one country to 
another 

Such a system could work, however, only so long as the excess of 
demand over supply for any given cunency was not persistent and 
brge Theamount of gold itself was limited, and each nation needed 
to retain a certain minimum as a banking reserve against its own 
currency and credit If a brge outflow of gold should continue, 
there would come a time when gold shipments would have to be 
stopped Then there would be nothing to check the drop m ex 
change value of the currency as long as the demand for it m the 
exchange markets was less than the supply Tlieiefore, the stability 
of exchange values ultimately depended upon a babnee between 
supply and demand for the scvenl currencies This m turn d^ 
pended upon balanced international payments, for a nation which 
consistently sold more abroad than it bought, and did not use its 
excess of pa)Tnents either to pay foreign debts or to invest in other 
countries would soon create a demand for its cunency that was 
greater than the amount supplied by its outgoing pajments 

During the Pint World War, ail the nations concerned tempo- 
rarily suspended the gold standard and installed governmental con 
Irol of foreign exchange The tremendous shifts m ingoing and out 
going payments which the war occasioned would have created chaos 
m the exchange values of cuiicncies if thev had not been arbilrarnr 
pc^cd After the war, all the important nations attempted to re 
store llie former conditions bv returning to some form of the gold 
standard Thu was not easy to do because great price changes had 
occurred and the levels of prices in the various countries did not 
bear the same relationship to each other as formerly Tliat in itself 
tended to upset international balances of payment, since the gold 
values of the respective currenaes were not closely adjusted to the 
new pnee situation 

Another change eventually caused still more trouble Tlie United 
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States no longer was a debtor nation Foreign imcstmcnts m this 
country had been sharply reduced in order to make the necessary war 
purchases, and. m addition, the Bntish and other gos'emtnenfs had 
borrowed heavil) here Nevertheless this country continued to sell 
more goods abroad than it bought there We could no longer use 
the excess of pa^-mcnls on trade account to meet any net foreign 
indebtedness For a while the surplus was used to bufld up the 
foreign loans and investments made by Americans m other coun 
tncs.and thus the balance of pajments was precariously maintained 
When, bowcscT, the outgoing 6ow of imestment began to drop 
sharply in igaS and when, m 1919 we also began to import a much 
smaller quantity of goods, the inevitable result was a severe shortage 
of dollars in the exchange markets 

After the fint flight of capital from New York caused by the 19:9 
panic, the gold of the world began to dram info the United States 
This was the only way in which enough dollars could be obtained 
by foreigners to meet their debt charges m this country and to buy 
from us what they needed Of course, roost of the goscmmcntal war 
debt! were forgotten and many others as w ell suffered default ft was 
not Jong before gold payments were stopped and nation after na 
tjon went off the gold standard Exchange values then began to 
deprccutc There is no stopping point to this process, how ever, since 
exchange depreciation can become competitive among nations, and 
any given relation between the value of two cuncncies may thus be 
maintained, however low both of them may become in terms of 
gold The nations which suffered most severely— other than the 
United Slates— soon turned to other devices, which now began to 
be invented with great ingenuity Tlic use of the foreign exchange 
available for purchases abroad w-as placed under governmental con 
Irol, so that it could be allotted for the most necessary purposes Ef 
forts were made by use of barter agreements to get rid of embarrass 
mg surpluses of goods which could no longer be exported in ordinary 
trade Imports were restricted by vanous new devices much more 
effective than protective tariffs, such as quotas applied to particular 
kinds of goods 

Devices of tins sort were subsequently described as obstructions 
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to trade They were, indeed, depaTtuies from the prescnption of the 
free trade theory It must not be fo^otten, howeier, that they were 
the effect of a restriction of trade which had quite different ongins 
They began as measures of last-ditch defense against profound dis- 
turbances proceeding from the United States Our production and 
our import and oeport poliocs had through a long course of jean 
become so adjusted as to maintain the surplus of exports — and the 
consequent excess of payments due on current transactions — appro- 
pnate to a debtor nation When we suddenly became a creditor wc 
did not alter our stracture of production or our economic habits to 
fit the new situation We thought we had found a way out by in 
vesting the excess of payments abroad, but it became impossible to 
continue that form of relief At the same time we greatly aggravated 
the situation by unwittingly allowing the collapse of our internal 
prosperity and thus restricting out purchases of foreign goods These 
were the basic causes of the world wide contraction of foreign trade 
The measures adopted by other countries to defend themselves 
against the resulting ruin were merely the effects of that contraction 
Whatever the obstructions erected apinst the flow of interna 
tional trade by these devices it is interesting to note that economie 
activity in the world outside the United Stales experienced a spinted 
recovery, which by 1937 had earned it above the high point of 1929, 
whereas in the United States recovery was delayed and never at 
tamed the predcpression level before the onset of the Second World 
War This would suggest, not necessarily that the bamers to trade 
were in themselves a stimulus to recovery but rather that the chief 
causes of the slump werecenlacd m this country 
Crest Bntain was one of the two most important nations which 
employed foreign trade controls during the depression She did so 
with the aim of increasing her exports and thus relieving unemploy 
ment m her export industries She had recently abandoned free 
trade by enacting protective tanffs and had made an agreement 
among the members of the Empire, known as the Ottawa Agree- 
ment, according to which they permitted trade with one another at 
lower duties than tliose charged apinsl lutions outside the scheme 
Thu u called the system of Impciul Preference Dntam now pro- 
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cecded to negotate biTatcTal trade agreements nations outside 
the Empire svhich were dependent for a large share of their exports 
on Bntish markets These nations agreed to buy more from Bntam, 
in exchange for promises not to raise Bntish tanSs against them or 
to reduce quotas allowed for their sales of goods m the United King 
dom 

Within a few jears after the signing of these agreements, exports 
from Britain to the nations in question — notably Argentina, Den 
nutk, and the other Scandinavian and Baltic nations — macased far 
more than their exports to Bntam Imperial Preference exerted pre- 
cisely the contrary effect Under it. Bntam imported more from the 
other parts of the Empire than she had prc\iously done, but exported 
less to them At the same time, Bntain’s exports to the more impor 
tant nations with which she had no trade agreements declined On 
the whole, these measures wctc a means of increasing trade some 
what among those who were parties to them, but not of enlarging 
svcild trade m general Indeed, it may be infened that theimprose* 
tnent m Bntam's foreign trade which occurred during this penod 
was more a consequence of her intemal tecosery than of the trade 
control measures 

Bntam employed still another device for protecting her economy 
dunng the jears of depression and recovery She did not install ex 
change control, but made what were called cicanng agreements with 
those nations which did do so Under an agreement of this sort, 
British importers paid the money due to the exporters of the other 
nation into a spcail cleinng account Bntish exporters to the same 
country were guaranteed payment of the sums due to them, out of 
this account Any remaining surplus was employed for payment of 
interest and pnnapal on old debts owed by the other nation This 
was not only a dev icc to male sure that the amounts due would be 
paid, as far as the amount of Bntish exports Tendered payment pos- 
sible, but also to support the balance of payments so that there 
would be the least possible depressing effect on the exchange value 
of the pound 

Germany w-as the olha great industrial nation which resorted to 
new foreign trade devices She had never been a convert to free trade 
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and had long had protective tariffs She now installed bilateral trade 
agreements import quotas, exchange control, and clearing agree- 
ments At the beginning, these were probably economic defensive 
measures adopted for the same purposes as those « hich were upper 
most m Bntain and other countnes Under Hiller, howoer they 
became instruments of political policy and an adjunct to the war 
economy Rearmament hadalceadyabolishedany senous unemploy 
ment problem The Third Reich was concerned not with increasing 
Ihesolume of German exports to rcticie unemplojincnt, but rather 
with obtaining the foreign goods which Germany needed It took 
care to export those things which were of less salue to the war econ- 
omy and to import goods in accordance with a schedule of war pnor 
ities At the same time, the trade controls were used to bring into 
economic subjection nations which were strategically important to 
her war plans In addition Cetmany pushed the exports of those 
goods which she needed least b> a s>ateTn of export subsidies in- 
tended to « eaVen the trade of her chief competitors 
Bntoh commentators now point out that, while the watllVe pur 
pose of Cennanys foreign trade policy was unjustifiable and its 
more extreme measures could not haie been continued for long if 
peace had endured the only sensible motne for foreign trade in the 
case of any nation e>cn thcraosf pacific, is to get what it needs from 
abroad with the least expenditure of goods shipped out No nation 
IS in a position to carry out this policy successfully unless like prewar 
Germany it is already enjoying rclatnely full empIo^Tnent 

In 1034 *hen the RoosescU Administration was still j-oung, 
Cordell Hull as Secretary of State inaugurated a foreign trade pol- 
icy which not only reversed the ptevioui protectionist tendency of 
the United States but was pointed in a direction quite diilerent 
from that of Britain Cermanv and most of the rest of the world 
lie was a believer in the classical theor} of free trade and wished to 
encourage its practice as rapidly as political opposition would per 
mit His instrument was the tcaproeal trade agreement Instead of 
asking Congress to enact a new tariff law reducing import duties as 
had been the habit of the Democratic Part), he asked for a law 
which would in effect delegate the tariff making power to hu Dc- 
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partmcnt Tlic in question was passed It permitted the State 
Department to negotiate agreements country by country, under 
vshich American duties could be lowered as much as 50 per cent 
below the rusting rates m ictum for concessions by the other party 
Tins M-as a means of rcmo\ mg the tanff from the influence of special 
interests which alw'a)s had exercised political pressure on Congress 
It was also a means of reducing import duties charged by other coun 
tries ^n\ trade agreement signed was automatically extended by 
the signatones to other nations which granted them as fasorable 
tanff treatment as was receued bv the most fas-ored nation” 
Against exclusnc or discnmmatory trade practices Secretary Hull 
ne\cr ceased to wage war 

Trade agreements were made by the United States with nineteen 
nations before the Second World War Import duties were reduced 
on o\er a thousand separate items, and reductions were subslantul 
in most cases Tins howexcr, left untouched nearly two-thirds of 
the Items co\ered by the protectwe tariff law of the United States 
Tlie most faiored nation plan wus less efiectne m practice than rn 
theory, because many of the reductions made were on goods impor 
tant as aports only to one of the bargaining counlnes The policy 
was mote successful m increasing exports from the United States 
than m increasing imports to it Indeed, while Amcncan exports to 
trade agreement countries rose almost twice as much as exports to 
countries with which no agreements were made, the imports from 
trade agreement countries actually increased less than the imports 
from tliose w hich had negotiated no agreements The practical effect 
of the pohq m incrcising exports from the United States to the 
nations with which agiccmcnls were made, was almost identical 
with the effect of the bilateral trade bargains made by Britain 
Nor was the Hull pohc% any more successful than the $o<al!cd 
Tcstiictuc practices of other nations m enlarging world trade as a 
wljole Such general increase of trade as occurred during the penod 
wasprobabh little more stimulated ty the free trade lJw 3 b/ 
its opposite In both cases the principal cause of expansion was 
undoubtedh the siitcrnal tcco\-eiy taking place within the scscral 
nations Tlie bg of international trade behind the nsc of world pro- 
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duction up to 1936 may perhaps be attnljutcd to the growth of 
economic nationalism in this period, but, in spite of any such effect, 
the lag had been considerably dtimnished by 1938 without any 
change of importance in the nationalistic tendency. 

Another development of the intcrwar penod, which continued 
dunng the Second World War and is likely to persist in the future, 
IS the sterling area This consists of members of the Bntish Empire 
and of some nations outside it which, in the effort to regain and 
protect stabiliH of exchange values, linked their currencies w ith the 
pound The nations concerned had long been closely connected with 
England by international trade and banking practices, and it was 
natural that the exchange values of their cunencics should tend to 
nsc and fall with that of steihng This now became a conscious pol- 
icy earned out by the several governments Its advantages were first, 
that it removed the uncertainties of fluctuating exchanges as a bar- 
ner to trade within the area, and second, that it enabled all the 
participants better to safeguard their currencies against pressures 
horn the outside than any one of them could have done alone 

The danger of competitive exchange depiceution between the 
sterling area and those nations whose eimencies were more de- 
pendent on the dollar was eventually removed by a tnpartite ex- 
change stabilization agreement among Great Britain, France, and 
the United States Under this agreement the exchange values of the 
three chic/ currencies were held at an agreed point by the use of 
stabilization funds to buy and sell in the exchange markets One of 
the pnncipal reasons for the establishment of this agreement was the 
fact that exchange fluctuations in response to vanations m regular 
trade and financial transactions were being exaggerated by specula- 
tors and flights of capital ft was strongly suspected (hat attacks on 
the currencies of particubr countnes were also being made for polit- 
ical reasons 

The government of the United States has been proposing that 
after tins war all nations abandon the discnmmatory and restrictive 
trade controls wlucli grew up before it, and unite in wxirking toward 
the multibteral free trade which Britain had practiced m former 
years and which Secretary Hull’s policy sought hfany leading 
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Amencan business ratciests, no longer a&aid of foreign competibon 
and siTshing to enlarge erports, now support tins policy Amencan 
agnculture as a whole has historically favored it and stfll does so, 
with the exception of speaal interest groups such as the grcm-eis of 
sugar beets 

Opinion in England, ho7.ever, is sharply divided on the snbiect. 
Some few stiD maintain the classical posifaon mthont substantial 
modification At the other extreme there is an influential body of 
Opinion which has re]ected laisscr fairc as a domestic policy and re 
gards the planning of mtemaboaal trade as an essential concomitant 
of a planned economy at home. Soeb pbnmng could not be exe- 
ented, it is believed, mlhout the use of measures which would be 
called discriminatory by those who follow Mr Hall Between these 
two extremes is a third group, probably more influential than cither, 
who beheve that free moltilatcral trade would be desuable as a 
means of permitting the highest possible eSaency and standards of 
livmg, but do not regard it as any insurance that trade will actually 
expand Multilateral trade co\cnng the cnbre world would, they 
thmlc, be less desirable, if it were sub|ect to the restnebve mSuences 
of a depression m the United States than would a more limited area 
which could maintain its own economic acbvity while exdnding, 
wholly or parbahy, the influence of the Amencan economy 
Those who beheve that freed om of trade offers no guarantee 
against depression point out that the United States itself was not 
between the wais so dependent on exports and imports as to be 
thrust into a deep depression by any slump in the ability of other 
nabons to buy from it The depression of the thirbes arose in the 
United States mainly from internal sources Withm the vast trading 
area of this country there arc no problems of fiuctuabng exchanges 
because it enjoys a single monetary system There are no proteebve 
tanffs along slate boundanes and no bilateral trade agreements be 
tween states Other obstiucbons to the flow of goods and payments 
are rela t« elv few 1 et the United States dunng that decade suffered 
a worse depression than any oflietnabonm the world This depres- 
sion was not caused by trade bameis 
The bind of instrumentality available to msulale a limited trading 
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area against possible American dqircssion is already at hand in the 
controls imented before the wr and perfected dunng it for war 
purposes For instance, exchange control could be employed to allot 
theamount of foreign currenaes araibble to the sterling area for the 
most nccessar) purchases of goods outside it The allotment would 
presumably be made according to a pnont) list m harmonj w ilh the 
domestic planning of the nations in the area Pnee Baclustions out 
side the area which diminished the saleabilit) of exports originating 
within it, because of the competition of depressed foreign industnes 
could be counteracted by export subsidies 

Nations within the area could pailully stabilize the factor which 
fluctuates more than any other in a highly industrialized economy, 
that IS the manufacture and sale of capita? goods by mating long- 
term sales agreements for such goods with countnes wishing to in 
dustrulize The prices of these g^s could be stabilized at the same 
time by being fixed in the agreements Countries that depend 
mainly on the export of nw maletuls could stabil ze the markets 
and prices for these products by mating long term sales agreements 
for them with countnes which would be eager to import them 
Exclunge cleanng agrcanenti could assure payment between coun 
tnes hanng long term sales agreements Presumably the countnes 
within the area would borrow as little as possibtc from those outside 
it but rather would seek to prOMde their own longterm capital 
Thus they would not become dependent on any flow of foreign 
imesfmcnts from the United Slates which might suddenly be 
cut off 

The nucleus of a group of nations which might unite on pohaes 
of this kind already exists in the Bntish Empire and the sterling 
area It is hoped that France, Belgium the Netherlands and other 
\\ estem European countries would afHlate with it since they have 
politically a leftward tendency arc almost certain to engage m a 
high degree of pbnnmg of thar internal economics and will be at 
least as desirous as Dntam of mamtaming full employment at home 
Not all the markets and resources needed by the nations coneemed 
would exist within the area Nevertheless, it is expected that nations 
outside it, like Argentina, which is both an important source of food 
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fodu ts and a large nurl-t £bt nano&ctoed goods could be 
pnuaded to male the n«:cssar> agr-ments «ith m ypx'^e of anr 
compc'itne economic p-essttre ererted bv the United States, be- 
cause mam of the coun»n«sT\ilhm the area are eager to bm Argen- 
toe goods, nhems the Uailcd States excludes Argentine beef and 
IS a competitor for Argentine gram It is Ihousht that Argentina 
svouW rather accept Bn^ish marmfactuies in cxchanse for her cx 
ported crops than American nunufactnitts in ccchange for loans 
-fthich Argentina probablv conld not lepav 
It lATJuld be essental of coune that each membe^ of this trad* 
assocation of nahons adop* the same general monetars and Escal 
pohacs and th* sam* pnee pohcies In particular thev xii-ould all 
ha>e to endeavor to mantam full empIoNtnent bv an effort to 
sus^in and expand inttTnl purchasing poiset m the oaai bv 
babnong aNings »ath imcstincnt But such an agreement v.vnl<i 
rot t-em diEcult to achte^u. Som*. at l*ast of the Butish Dormo- 
tons are more beat epea a coarse of tbs fend than nea Bntam 
herself The European nations that h3>e been nvaged b\ war nfll 
be as likely as Bn^ia to resort to htge public ctpenditu’es for re- 
corstructioa and m consequence to incur httle danger o^ cnemplov 
ment at least for a good caanv years to come 
The tcndmc} of Europe m ths direction mav be indiated bv the 
conclusions of the Economic Pos^aur rbnnmg Commission of 
Sweden Ttus Comnuss’oa ts parth government! in composition 
but also represents emploveis and bbor Chambers of Commice. 
the cooperative movement agnculture. and export mdustnss. It has 
3 competent expert staff WTiile Sweden prefers free mterruticuil 
Iradeand docs not wish to eegagem competitive ex'han'e d-preca 
lion, she is committed to a full emplovm'nt policy at home and the 
stabilcation of in\es*m*nt She would be p'-paied to project hex 
internal s^bilitr asuinsl cither mEition or dt£j»Km arising from 
abroad It would ihercfoie be lexical fo* her to assocate her pohcies 
wi*h those of o‘her likc-mind-d nations if she fd‘ an imimnent 
dinger from a depress on in the United Stales. 

To the charge that a pbn of this land mvolves the use o^ the same 
mstrumeats of economic control developcj bv the b.axts in pevvat 
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Some of the keenest thinkers in Bntain are therefore inclined to 
be pessimistic about the future They are morally certain that there 
will be another depression m the United States They would like to 
insulate the Bntish economy against it if that were possible, and 
would have no objection to the proposal of a limited full-emploj'* 
ment trading area if they thought it wrould work They despair, how- 
ever, of the consequences of trade warfare against a nation with the 
huge economic bulk of the United States, with its capacity for mass 
production and with its great capital resources The) do not forget 
that the most important sector of world trade is that between the 
United States and the Bntish Empire A mere reduction in the 
Amencan market for British Empire goods would be extremely 
damaging to the welfare of any full-employment area, in spite of all 
possible insulating devices In particular, the close dependence of 
Canada on the American economy would embarrass the policy of 
any economic association of nations which excluded the United 
States They see no real hope eccept m the possible development of 
stabilaed full employment tn this country 
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BRITAIN’S 

DOMESTIC PROGRAM: 1 

Social Secunty, the National Health, Education 


1 N order to understand the albludc of Englishmen toii-ard inter 
national economic policy, it is necessary to know something about 
the kind of society they expert to create for themselves Ideas about 
international trade and finance are frequently expressed as if they 
were abstractions derived from study of policies that would be desir 
able for all the peoples of the world regarded as a single amt, but 
such ideas seldom govern the action of individual nations unless 
they harmonize with what these nations conceive to be m their own 
interest Moreover, m democratic coontnes.especially, no foreign 
policy can be long or effectively pursued unless it can be stated m 
terms that will mean something to the majonty of the people And 
the majonty of the people, being concerned mainly about matters 
that appear to affect their personal lives, naturally think more about 
domestic affain than they do about world organization This is as 
true m Bntain as it u in the United States The postwar intenia 
tional economic policy in Gicat Bntam will be determined by con 
sidcrations arising out of the program of the British for the improve 
ment of life within the United Kingdom Before considenng 
specific areas of Anglo-Amencan controversy, therefore, let us 
survey the Bntish domestic plans 
These plans are of considerable interest m themselves It has 
often been said that the economic and social dev elopment of Great 
Bntain, which is the older of the two great democratic industrial 
nations in the Western world, forecasts the course which the 
Ww\\as' JltrAsf is Aleiy ^ y«nr iViter This 

maxim is no more precisely or universally true than most popular 
observations, and yet there is enough truth m it so that we are en 

83 



84 America’s Stake in Britain's Future 

titled to look with considerable interest on the desclopmcnt of 
British society 

E\en if we expected never to pursue a roughly similar course, we 
should nesertheless be alert to a development which has a close 
beanng on one of the most important social controversies of our 
time Ever since the great depression there has been an important 
school of opinion in the United States which favors the extension of 
governmental activity to enhance social welfare and to assist in 
guiding the total economy for the sake of larger and more steady 
cmplo)-mcnt and production The intellectual opposition to this 
school comes mainly from those who argue that an increase of state 
intervention and national economic planning endangers democratic 
freedom In the United Kingdom the sales have been weighted 
heavily in the direction of social planning Almost everybody be- 
lieves that its extension is inevitable, whether or not it would be 
abstractly desirable We may therefore profit by a brief survey of 
the kind of planning in which the British are engaged 

The news of it which has come to us from time to time m separate 
boob, reports, or able dispatches iruy have left an inadequate im 
picssion of Its extent Outside of periods of slnctly war economy, no 
other nation of the first rank has previously embarked upon so ex 
tensive a program of national planning without at the same time 
dcclanng in favor of the prmaple of dictatonhip, at last for the 
time being We are accustomed to regarding both the Soviet Union 
and Hitler $ Third Reich as examples simultaneously of totahtarun 
states and of pervasive economic pbnmng Yet here is Britain en 
gaged in a sweeping program for a planned economy without even 
considering the possibility of abandoning its long established 
pohtial democracy or its traditions of personal freedom Britain 
may turn out to be an impoitant test ase in the argument between 
tliose who say we an have both planning and democracy and those 
whosayweannot , 

Wlien this book was wniten, much of the postwar pbnmng was 
merely on paper rather than actually on the statute boob and in the 
process of administration The question may be raised how scnously 
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one must laVc the prospect that it will actually be earned out m any 
thing like the projected form 

There is no doubt that in the early years of the war, a majonty of 
the Bntish public and then intellectual leaders were senously 
resolved that something of the sort must be done They were 
chagrined by the unpreparedness of then government and then 
society for the peril which had overtaken them, and were resolved 
that they must pull themselves together and modernize every aspect 
of their life Old shibboleths of every kind almost automatically be 
came subject to cnticism At a later stage doubts began to creep ip 
Political enbes on the left questioned whether Conservative states- 
men, who for the most part controlled the government, really 
meant what they said The long delay in acting on the Bevendge 
Report on Social Insurance intensified this feeling War weariness 
and frustration brought a good deal of skepticism to the rank and 
file of the army and of the aviltan popublion 
Nevertheless, these doubts concerned not so much the validity of 
the kind of program suggested as the willingness of those m power 
to carry it out Few questioned that the voters would insistently 
demand the achievement of such goals as broadened social secunly, 
the most rapid possible development of public housing, and the 
abolition of any considerable degree of unemployment If one set of 
politicians docs not achieve these goals, another set which seems 
more IScely to achieve them will be placed m power This temper 
exerted great influence m the 19^5 election, which bestowed power 
on the Labour Party The hard necessities of Bntain’s economic 
situation will reinforce the demand for planning There is no con 
fidence in any important section of the population that it will be 
possible for Bntam to survive without drastic changes m the man 
ncr of managing its economic life 
The concept of this new Britain is not stated cither in empty 
slogans or m utopian generalities A few still cling to the idea that 
welfare will automatically be served if obstructions are removed 
from the operation of a theoretically self balancing system of private 
enterprise A few at the other extreme expect no important gam 
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without some sort of univeml revolution But these static mcws do 
not influence either the general public or those with responsibility 
in government and industry Rather, they ask what it is in psrticuhr 
that they want to achieve, and what is the best way to achieve it, 
given the arcumstances Once the details of the separate prognms 
are sketched in, it is possible lo ask how they will fit together and 
what they will mean for the economy as a whole Let us therefore 
summarize (with extreme brevity) the chief proposals 

socui. sreuRtTY 

The attenbon of the world was finl called to Bntish reconstruc- 
tion plans by the oEcul report on 'Social Insurance and Allied 
Services' by Sit Wiliam Bevendge The international sensation 
created by this report cannot be attributed to any novelty in {he 
concept of social secunty which has been apressed in legislation in 
almost all democratic nations Preparation and publication of the 
report was a dramatic event in itself because it was issued in 1941 at 
a tune when it w-as still far from certain that the Axis might not be 
victonous and when Bntain was concentrating every available effort 
on prosecution of the war Sir William himself answered the ob)e^ 
bon that the bme was mapproprute in the following words "This 
does not alter three facts that the purpose of victory is to live into a 
better world than the old woild that each individual citizen is more 
likely to concentrate upon his war effort if he feels that his Govern 
ment will be ready in time with pbns for that better world, that, if 
these pbns arc to be ready rn time, they must be made now ” 

Attention was also attracted by the fact that this scheme for com- 
pulsory ratiorul insurance was a universal one covering everybody in 
the nation without rsccption, and insunng against all the major 
economic risks of modem society The idea that it aimed to com 
pensate for all misfortunes from the cradle to the grave not only 
inspired the approval of many but also caused conservatives to ob- 
ject on the ground that it was a form of benevolent paternalism 
which would undermine individual responsibility A crude slogan 
of this kind somewhat obscured the real origin and nature of the 
pbn 
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In the fint place, must lemcmbei that socnl insurance of 
numerous bnds is an old stoiy m England WotVmcn’s compcnsa 
tion was inaugurated in 1897 and wasmade general m 1906 Old age 
pensions on a limited basis were first established in 19C8 Com 
pulsoi) health insurance b^n under Llotd George in igia, and 
uncmplo^TOcnt insurance cONCnng a few mdustncs was adopted in 
thesamejear The latter measure was made general in xgioandwas 
Ihotoughl) rCNised in 19^4 Special ptOMsion had been made for 
specific Upcs of disability such as blindness There was also a large 
dcselopment of v-oluntary coopciatne insurance against death and 
other contingencies For a long time, the need had been recognized 
to coordinate these wnous insurance schemes and unifj their 
administration 

A given pCRon might be paving contnTmtions into a half dozen 
different funds, and he had to deal with different offices and 
authonties whenever new contingencies arose If a man with a wife 
and two children became unemplo)ed, he received 58 shillings pet 
week If, while unemplo}ed he was so unfortunate as to become ill, 
he was transfened from the unemplo)-mcnt benefit to the sickness 
benefit, and his weekl) receipts fdl to iS shillings A bo) of 17, on 
tbe other hand, was entitled to an uncmplojtnent benefit of 9 
shillings but could get 5 shillings more if he fell ill while uncm 
plo)ed Such absurdities were of counc unintended, and arose 
merely from the lack of a comprehensive plan In addition, many 
persons were left out cntirelj, though their deserts and their needs 
were as great as those of the persons eligible for insurance Also, the 
duplication of offices and records invohxd unnecessary administra 
tivccxpcnse The government wisely decided not only topulanend 
to such anomalies, but to employ the occasion for devising a fresh 
scheme m which the ptoblcxn was regarded as a whole ‘Now,*’ 
wiotc Sir William * when war is abolishing landmarks of every kind, 
is the opportunity for using expenence in a clear field A revolu- 
tionary moment m the world s Jusloiy is a time for revolution, not 
for patching ” 

Second, it is necessary to understand that, while the plan is 
universal in its coverage, it docs not abandon the pnnciplcs common 
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to all insurance, that the beneficiary should contribute to a fund 
from which the benefits ate paid, and that the benefits need not 
compensate for the total losses incurred by the individual ‘The 
stale in organizing secunty should not stifie incentive, opportunity, 
rcsponsibilit)-; m establishing a rutional minimum, it should leave 
room and encouragement for voluntary action by each individual 
to prov^de more than that minimum for himself and his family ’’ 
The social aspect of the plan, on the other hand, involves a recogni 
tion that it is m the interest of all the citizens and of the community 
considered as a unit that everyone should have a minimum of pro- 
tection and should contnbute no more than may be reasonably ex 
peeled of him, even if that docs not cover the full cost Thus, con- 
tnbutions are vaned according to the status of the insured and are 
supplemented wherever necessary by public funds ulbmately de- 
pendent upon taxation graduated according to ability to pay 
Finally the report recognized that social insurance could be only 
a part of a general program of postwar reconstruction It was not m 
Itself a panacea, but was rather a bst line of defense against the 
more extreme cases of want A pbn of this sort could do little to in 
crease the aggregate national income, it was primarily “a method of 
redistnbuting income, so as to put the first and most urgent needs 
first, so as to make the best possible use of whatever resources are 
available That is worth doing even if the resources as a whole are in 
sufficient for the standard of life that is desired ” But the Report et 
plicitly assumed that there would be other measures which would 
materially reduce the need for resort to insurance 'Hius, there 
would be a program to lessen the anvount of disease, another pro- 
gram to enhance the nations capaaty to produce through better 
education, and a third program to minimize the amount of unem 
plo}'ment and so at once to increase the total income to be shared 
and to reduce the insurance burdens that would be pbced upon it 
In preparing the new pbn the Committee reviewed not only the 
inconsistencies of the old ones, but the extent to which existing in 
surance failed to meet obvious needs It consulted scientific soaal 
surveys made in a number of the principal cities, which revealed the 
.percentajrcof the^rxiDubtionlivin^below a subsistence lev el and the 
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causes of the deSacncy Two major conclusions emerged Of all 
those persons shown to be in from three quarters to five sixths 
v,ere suffenng from loss of earning power The deficiency in the re- 
mainder of the cases arose from the fact that the income available to 
the family unit was not adjusted to its size From these observations, 
the Committee drew the appropnate inferences First, the level of 
benefits must be raised to a point where they would provide a 
minimum of subsistence to those who could not obtain emplojinent 
or were, for any reason, incapacitated for it Second, there must be 
family allowances for all, whether at work or not, in order to aug 
ment the income according to the number of children 

The next question was wrhether benefits of the necessary amount 
could in fact, be paid The same social surveys indicated clearly that 
the desired results could be achieved merely by a redistribution of 
income among the wage earning people themselves, even without 
tapping the surplus of the rich ViTnle m each city many were be- 
low the minimum of subsistence, those families who enjoved in 
comes above (his level were ht more numerous, and large percent* 
ages of them earned substantially more than was necessary to main* 
tarn life Thus, it would have been possible to bnng those who suf- 
fered actual want up to the minimum by a redistribution of 
workers’ income which would have made scarcely noticeable in 
roads on the earnings of those who were more highly paid The 
Committee, by citing these facts, did not intend to imply that the 
nation should be content merely to redistribute the prewar total of 
income without making any attempt to increase it, or that nonwage 
earners should not be called upon to pay their jUst share of the 
insurance burden 

The Coalition government, in which the Conservatives were 
dominant, was in no hurry to act upon the report of the Beveridge 
Committee, but finally, some three years later, it adopted the rec 
ommendations with minor modifications in a White Paper sub- 
mitted by the Minister of Reconstruction For insurance puiposes 
the population is divided into the following all inclusive classes 

Class I Employees 

Class 11 Othen gainfully occupied 
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Class III Housesvives 

Class IV Other persons of svorbng age not gainfully occupied 
Class V Children below working age 
Class VI Persons retired and above working age 
The benefits include unemployment insurance retirement pen 
sions maternity grants family allowances for all children after the 
first sickness and invalid ly insurance benefits for widows and 
death grants 

UnemplojTnent insurance is restricted to Class I and sickness 
benefits to Cbsses I and II Everyone will be entitled to retirement 
pensions without any means test upon reaching retirement age 
Croup III or housewives who are not gainfully emplojed will not 
receive sickness insurance but if a woman s husband is sick or tin 
emplojed the benefit will be substantially increased if the wife also 
falls ill Any woman who bears a child will leteivean outnght gnnt 
plus a weekly benefit for 13 weeks provided she is emplojed Even if 
she u not emplojed she will receive a weekly allowance for four 
weeks after confinement to pay for domestic help All these benefits 
will be available to unmam^ mothen if they have made the neces* 
sary contributions Class V or children below wotbng age will be 
accounted for by the provision of hot school lunches for all chil 
dren family allowances and orphan allowances Unemployment 
benefits do not continue indefinitely but will cease after thirty 
weeks of continuous unemployment There will however be al 
lowances for persons who accept training for |obs m indostnei 
where openings may be avaflable Anyone who conlnliutes for one 
or more of the forms of msuiance will make ha contributions in the 
form of a single weekly payment The admmutiation will be 
unified 

Assuming as a rruximum an average unemployment of 8 5 per 
cent It a estimated that the cost of the whole insurance plan will 
rise from 6jO 000 000 pounds in the first year to 831 000 000 pounds 
after thirty yean In the first year approximately 54 per cent of the 
cost will fall upon the Treasury or local taxes the rest being met by 
contributions and interest In the last year the share of publ c funds 
m bearing the cost will me to approximately two-thirds Beveridge 
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hopes lo reduce the-nabonal average of uneniplo}'nient to 5 per cent 
of the orking force Economists m the government are not so hope- 
ful, but expect to be able to produce a result somewhat better than 
the figures which served as a basis for the actuarial calculations 

TOE NATIO’^AI, HEALTH 

Great Bntain not only intends to compensate everyone who is 
Sick for some of the loss of earning power caused by his illness, but 
also to see that he gels the nght kind of medical care, entirely free 
of pa)Tnenl More than that, the plan is to reduce the total of sick- 
ness and improve the health of those who do not actually become ill 

For many years, Britain has practiced health insurance, which 
made it possible for most of those working for wages and salaries in 
the lower brackets to consult general practitioners without paying a 
fee Under this system, supplemented by hospitals, dimes, and 
pobhc health servnxs of the type hmihsr in the United States, the 
health record of the population has been improved, and the 
advances of medical science and art have been enabled to make a 
contribution which otherwise might have been denied to many with 
inadequate means Thissystem, however, left much to be desired It 
did not extend to the wives, children, and other dependents of the 
insured persons It did not decrease the financial burden of medical 
care on those whose incomes were above the insurance limit, but 
w ere still inadequate to meet the heavy costs of critical or prolonged 
illness It provided no assurance fral a patient m need of the services 
of a specialist or of hospital treatment could obtain it Altogether, 
about half the population was not covered by health insurance. 
Doctors serving on the insurance panels, paid on a capitation basis, 
frequently had more patients than they could treat cffectiiely Since 
it was possible for a doctor to make more money by treatment of 
patients who could afford to pay fees, there was a tendency for the 
more skillful members of the profession, or at least for those who 
enjoyed the higher reputation^ to become unavailable to the m- 
sunsj section of the population This tendency would have existed 
even if there bad been no health insurance, but the pbn did little to 
correct it . 
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There was discussion of the need for improsing this situation 
even before the war, and the discussion was inlensiSed after 1939 
While proposals differed, there came to be general agreement that 
the government must take the lead in making possible a thoroughgo- 
ing reorganization It did so by undertaking a study which, while 
attempting to profit from past crpenence rather than discarding it, 
adopted the same fresh approach which is charactenstic of the plan 
for social secunty The result was a White Paper proposing the 
establishment of a National Health Service, the objects 6f which 
should be 

“(1) To ensure that everybody in the country — irrespective of 
means, age, sex or occupation — shall have equal opportunity to 
benefit from the best and most up-to-date medical and allied 
services available 

‘ (s) To provide, therefore, for all who want it, a comprehensive 
service eov enng every branch of medical and allied activity, from the 
care of minor ailments to major medicine and surgery: to include 
the care of mental as well as physial health, and all specialist 
services, eg for tuberculosis cancer, infectious diseases, maternity, 
fracture and orthopaedic treatment, and others, to include all 
noimal general services, eg the family doctor, midwife and nurse, 
the care of the teeth and of the eyes, the day to-day care of the child, 
and to include all necessary drugs and a wide range of appliances 

‘ (3) To divorce the care of health from questions of personal 
mans or other factors inclcvant to if. to provide the service free of 
charge (apart from certain possible charges m respect of appliances) 
and to encourage a new attitude to halth — the aster obtaining of 
advice arly, the promotion of good halth rather than only the 
tratment of bad " 

One of the most striking changes from the old attitude, embodied 
in this plan is its emphasis on prevention rather than cure On this 
point, the Report states Personal halth still tends to be regarded 
as something to be trated when at fault, or perhaps to be presen ed 
from getting at fault, but seldom as something to be positively im 
proved and promoted and made full and robust Much of present 
custom and habit still centres on the ida that the doctor and the 
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hospital and the clinic aie the means of mending lU health rather 
than maeasmg good health and the seme o! well being While the 
health standards of the people have enormously improved and 
while there ate gratifying reductions in the ravages of preventable 
disease the plain fact remains that there are many men and women 
and children who could be and ought to be enjoying a sense of 
health and physical wellbeing which they do not m fact enjoy 
There is much sub-normal health still which need not be, with a 
corresponding cost in efficiency and personal happiness 
Another advance which like the preceding has received a power 
ful stimulus from the mote progressive members of the medical 
profession, is the attention the Report devotes to improving the 
quality of medical cate as well as to increasing its availability Too 
often the layman regards medical care as a standardized commoditv, 
and thinks of the problem of making it available to the population 
mainly as an economic one, that is, of making sure that everyone 
shall be able to pay a doctor through insurance or otherwise Equally 
important, however, is the need for nukmg sure that doctors are 
well trained and that once they begin to practice they have access 
to the latest discovenes of medical science and are enabled to carry 
On Iheit work under conditions which will enable their patients to 
obtain the best that medicine has to offer This involves many re 
quircmcnts, among which arc standardization on a high level of 
medical schools, hospitals, and clinics, and closer connections be- 
tween the general practitioner on the one hand, and specialuts in 
stutions for medical education, and hospitals on the other Char 
actenstic of the mote modem medical attitude embodied m the 
. report is the statement that “The aim must be to reduce the distmc 
tions drawn between mental ill health and physical ill health " 

An extensive reorganization and coordination of medical services 
will be required to approach the goals in view It is recognized that 
they cannot all be reached wilbin a short period The detailed 
nature of the reotgamzalion is a matter of debate It will undoubt 
cdly involve, however, regional supervision of all medical facilities 
wnthm a given area m order to make jure they are adequate m 
quantity and quality and have the proper relationship with one an 
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other There is also a good deal of opinion in fa\ or of creating a net 
work of local health centers m which group practice will be the rule 
The Report proposes that doctors attached to these health centen 
be remunerated by salanes rather than by fees according to the 
number of patients which they treat If the government plan pre- 
vails however group practicewillako be retained on thecapitation 
basis It IS the intention to preserve free choice of doctor within 
practicable limits and to allow pnvate practice insofar as it may be 
preferred to the public system Naturally, much attention will be 
paid to the proper distribution of doctors and other medical 
facilities It is suggested that the number of patients per doctor be 
limited including those patients able to command pnvate practice 
It u also suggested that young doctors be required to undergo an 
apprenticeship before setting up pnctice for themselves and to do 
so if possible m public health centen 
Bntish doctors and their officul organization the British Medical 
Association have long accepted health insunnce and would not 
think of trying to return to a regime of wholly pnvate pnctice 
Many individual physicians would favor going even further than the 
proposab of the government The DMA however like all pro- 
fessional associations has vested interests to protect and is cautious 
about accepting radically new measures Like organized mediane in 
the United States it wants to safeguard the personal relationship 
between physician and patient and is particularly fearful of control 
of medical service by laymen especially when czcrcised through the 
state which it fcan will be bureaucratic in its methods As in the 
United States the attitude of organized medicine is largely colored 
by the point of view of the more successful practitioners whose in 
comes arc derived mainly from pnvate practice 
Tlie report has attempted to conciliate this point of view irt 
numerous ways It points out tlut under the new system people will 
be free either to use or not to use the new services as they wish and 
there w ill be no compulsion for doctors to be a part of it There w ill 
be no interference with existing freedom of choice m selecting a 
doctor Physicians arc to be allowed to follow their own professional 
methods without outside clinical interference Tlic whole service is 
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to be based on the family doctor idea In the central administration, 
the chief authonty will be a Minister of Health, who is responsible 
in the usual way to Parliament and the people He will be advised, 
however, by a Central Health Services Council, representing general 
and specialist medical practice, medical leaching, hospital orgamza 
tion, and other professional interests This Council will be ap- 
pointed by the Minister after consultation with the interests 
represented, and it may advise the Minister not only about ques 
tions referred to it by him but also on its own initiative For ex 
ecutivc purposes, the Minister will act through another body to be 
known as the Central Medical Board This Board will be composed 
in the mam of members of the medical profession It will be the 
employer with whom doctors working for the state will enter into 
contracts Thus, while the powers and authonty of the democratic 
state ate to be in ulbmate control, the administrative policies and 
the executive practice of the proposed service will be in medical 
hands 

Needless to say, the plan will involve a large expansion both of 
medical personnel and medical facilities A preliminary estimate 
of the total cost of the scheme to be borne out of j)ublic funds is 
1 32,000,000 pounds per year 

EDUCATIONAL REFORM 

The necessity for public intervention to make sure that the people 
are well educated is recognized by e\ety modem nation — it has long 
been accepted in the United States, even by those who dislike state 
action in other spheres It may be for this reason that educational 
reform in Britain was the fint item on the reconstruction agenda 
to be embodied in Parliamentary legislation Britain has long had 
governmental regulation of education and a system of state schools, 
but the latter has not been so widely used as the public school 
s>-stem in the United States This situation is not traceable to any 
lack of interest in education on the part of the British people but 
•raths'its'Ahf l^^u^AhA••,r^J\Ty'«^l*AV‘^S3r\t^ls■^^l^e^llva\hulTglt■w op^ihr 
fore social or political democracy had developed, and these old in 
stitutionswcrealrcadystrongwhen the state entered the field 
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Approximately half the elemenUiy schools m the country hax 
been voluntary church schools, over which the local education 
authorities did not have full control Secondary education has 
traditionally been dominated by the famous “public schools,” lile 
Eton and Harrow, which in America would be called pmate 
schools The chief function of these institutions used to be regarded 
as providing bo)s with that type of classical traming and social 
enwronment which would fit them to enter the great univcnities 
and m due course to become members of the ruling class These 
schools and theanaent universities for which they prepare of course 
have tbeiT unassailable ments, but it is obvious that the tradition out 
of which they grew is not a suitable one for determining the tjpe of 
education for the entire population of a democratic nation In the 
early yean of the war, the phrase the old school tie” became a 
popular cipresion of dissatisfaction with some of the results of this 
kind of training in producing national leaden 

More modem schools have in recent decades come into being 
ondei both public and pnvate auspice Technical education has 
received more attention, and vanous experimental schools hav« 
gained a considerable reputation There are, howeve, numerous 
anomalie and anachronisms in the school system considered as a 
whole For instance, while education has been compulsory between 
the ages of five and fourteen the Act of >921 dcsenbes the duty of 
the parent m thu respect by stating that he shall “cause that child 
to receive effiaent clementaiy instruction m reading, writing, and 
anthmetic " Such language is appropnatc, not to modem times, but 
to the period when it uuj jougW merely to achieve literacy and 
equip children with knowledge necessary for going to work at the 
age of ten In rmny cases, elcmcnlaiy and higher education in the 
same area are administered by different local authonties Classes m 
elementary schools arc often far too large Transition from junior 
schools to secondary educatiorul mstitutions depends upon com 
petitive examination at the age of eleven Those children who do 
not pass remain for the most part in upper classes of the schools 
they arc already attending, or are diverted from the mam stream of 
education Inaddifion, theabllity to obtain secondary school educa 
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tjon depends to a large extent upon the abilit) of the parents to pay 
the tuition Manj abler children are crowded out of the schools 
which arc not free by the mere fact that the parents of other chil 
drenba\e more ample means 

Educalionwill now bcmadecompulsoi) to the age of fifteen, and 
as soon as possible, the school leaving will be raised to sixteen 
Schools wall be entirely free of diarge to e\cr)-one up to the univer- 
sity IcvtI In the universities per cent of the students alteadj re- 
ceive aid from public funds and the number of schobrshijB mil be 
increased All boj-s and girls who go to work before the) ate eighteen 
wilt receive compulsor) part lime education dimng working houn 
Thej must attend count) colleges one daj a week for fort)'-four 
week a )-ear and wall receive technical commercial and general 
courses Free nursery schools will be provided for children under five 
wherever there is a demand lor them In 1919, there were thirteen 
such schools m the nation reccivtag slate aid, w hcreas m 1944 there 
were more than two thousand Thcit numbers wall undoubtedi) be 
greatly increased and theu faahties improved 

The organization of education will be changed Pnmarj*, second' 
ai) and higher education will no longer be subject to separate 
authontics, but will be planned as a continuous sj-stem In each 
locality, the local education aulhont) will have the duly of proud- 
ing eSaent education throughout all three stages ‘ for all penons 
m the area capable of profiting thereby " In order to meet this 
responsibility, the loal authorities must in each case make a com- 
prehensive sunry both of the existing facahlics and of the needs of 
their respective areas The) must plan and submit to the National 
Board of Education complete propoals for primary and secondary 
schools WTicn the Board approves a local devdopmenl plan jt 
will specif) the action which the local authont) is required to take 
in such matters as improving existing schcxils and ptovidmf new 
ones A time table will be included covering the necessary steps 

To solve the difficult problem o! adjustment between stale 
schools and religious education the law makes a compromise by 
offering public grants for both existing and new premises to church 
schools and olhc^ voluntary or independent institutions A vanct) 
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of possible relationships are pcnnitted In any case, however, gen- 
erally required standards must be maintained 
The competitive examination at the age of eleven will be 
abolished TTiis will free the lower schools from the necessity of 
adapting their methods to independently determined requirements 
of the secondary schools Choice of the type of secondary education 
which a given child will receive is to depend, not on exammation, 
but on assessment of individual aptitude, with due regard for the 
wishes of the child and the parents Decision m this matter will be 
subject to review at later ages as the child develops Education will 
he moulded to the needs of the child instead of the contrary. 

Naturally, reorganization of this kind must carry with it careful 
reexamination of the content and methods of education The 
cumcolum of secondary schools is the subject of the Report of a 
Special Committee Particubr attention will be paid to further 
development of technical, commercial, and art education ‘Tublie 
opinion,” declares the White Paper on educational reconstruction, 
"will, undoubtedly, look for a new approach to the choice and treat 
ment of school subjects after the war In particular, consideration 
must be given to a closer relation of education m the countryside to 
the needs of agncultural and rural life and, more generally, to treat 
ing a better understanding between the people of the town and of 
the country A new direction in the teaching of history and 
geography and modem languages will be needed to arouse and 
quicken m the pupils a livelier interest in the meaning and responsi- 
bilities of citizenship of thu country, the Empire and of the world 
abroad Education in the future must be a process of gradually 
widening horuons, from the family to the local community, from 
the community to the nation, and from the nation to the world " 
The program will make heavy demands for new building, equip 
ment, and manpower As many as qo/ioo new teachers may be re- 
quired Conferences have been held with local authorities, teachen. 
and training institutions tn order to prepare for the beginning of 
the expansion immediately after the cessation of hostilities The 
temporary aim u to tram lofico new teachers a year, with free 
tuibon and maintenance. SubstantuUy increased salanes will be 
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paid TTiC normal duration of the training course will be increased 
from twtJ years to three In the first few years the cost of the pro- 
gram borne by public funds will be increased by ^ pco coo pounds, 
and the additional burden is acpected to become ultimately 
50,000,000 pounds 
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BRITAIN’S 

DOMESTIC PROGRAM: II 

Rebuilding England, Clubs for All the People, 
Relocating Industry 

REBUILOINC I^CtjUfD 

There wHI be no more insistent demand by the people of Eng- 
land after the v.-ar than that for new and better homes The need 
of a housing program has been dramatiacd by the min from Get 
man bombing nith a vigor which no vinbal argument could hare 
achieved Some months before the botr bombs and rockets cased 
amving, one house out of every three had been damaged by enemy 
action numbering altogether 4^00000 Much of thu damage was 
repaired at last for temporaiy purposes not long after it occurred. 
Nevertheless, about a half million bousa were rendered unmhabit 
able, and of these no tly half were completely destroyed or damaged 
beyond repair 

These raw figures are far from conveying the vuual effect of the 
bomb damage and the impetus it has given to the movement for 
physial reconstruction of English towns Most of the destruction 
occurred in London and other cities in the southern half of England 
In these loalities a good dal of it was concentrated within fairly 
narrow aras Working class distncts which were not far from in- 
dustrial pbnts or docks and harbors naturally suffered most If the 
Germans had artfully selecicd for bombing every third house along 
every street throughout the Bntivh Isles the need for physial re- 
construction would still haveexuted but the demolition would not 
have su^csted so obviously the opportunity for slum clarance, im 
proved pbnning of crowded aras and the redevelopment of 
metropolitan regions in order to make possible a more hypcnic and 
a higher level of life As a stimulus to fullness of future living, the 
IM 
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an raids were a blessing m disgmse The disguise was mutdetous 
and terrifying when they occaned, but file blessing will cast o2 its 
mask in future yea IS 

If the towns m the south of England are to snatch this great good 
from their misfortune, those m the north of England, Scotland, and 
Wales, which had suSeted equally from the less spectacular hut 
longer endured and equally maiderous evils of overcrowding must 
receive similar benefits For while the Germans dramatized the need, 
they were far from creating it Even before the war, most cities were 
badly planned for modem hvmg and housing for those in the lower 
income brackets was madeqiiate both m quantity and in quality 
In addition to those who have been bombed out, 850 000 couples 
mamed since 1939 want homes, whereas only 150000 houses have 
been built since the beginning of the war Many of these were for 


temporary use in the neighborhood of munitions plants Mean 
whfle, aisting houses have been falling to pieces or becoming ob- 
solete from causes other than high otplosives dropped from the air 
There would have been an urgent demand for mere living space 
even if there had never been a thought of providing any better phys- 
ical environment than had previously existed 
In the years between the wars, modem ideas of town planning 
and public housing had already taken a firm root Garden cities like 
Welwyn and Letchworth Vrtbge were celebrated throughout the 
world Municipal authorities stepped m to help supply the needs of 
the many famdies who could not aHo.d to rent or buy new dwellings 
at the cosb prevailing m the pnvatc building industry The nabonal 
government enabled them to do so by subsidies from the Tteasuiv 
It '^s not merely the public subsidies, however, which made it pos- 
sjbfc for the authorities to produce far more attractive houses wifiun 

thereachofwageeamers PWng for smeable areas which included 
m single ptoiects not only a considerable number of houses but 
*“** “"‘> >«"> raptovrf standards a„d „ 

p«H.c housing was fat from mpplpng ,|, ,s,sonaMe need, ,t d.d 



102 Americas Stake in Britans Future 

The public housing, available to those in the Icnvci income brack 
ets stimulated a demand among persons with somewhat larger 
means for equally good dwellings It also demonstrated to builden 
and investon that large scale construction was a profitable inmt 
ment, e\ en though relatively low rents were charged Whereas build 
ing of bouses had previously been regarded largely as a means of 
making quick speculative profits with the attendant possibility of 
losses housing construction now became attractive to those who 
wanted to invest money safely lot long periods and at low et retunu 
Experience proved that wage earners paid their rents regularly even 
the risks of unemployment now modified by unemployment msur 
ance, were not readily transfcrrable to the bndlord The result was 
a large volume of pnvate budding for those in the lower middle 
income brackets occurring during the dqircssion years after 1930 

Other circumstances as well combined to stimulate pnvate build 
mg during these yean The number of separate families m the na 
tion reached its peak, consequent upon the peak in the number of 
births m 1903 At the same time the automobile and the improve 
ment in public transport increased the desire for suburban life. 
Meanwhile the purchasing power of the sabnes and wages of those 
who remained employed wras increasing because of the fall m the 
cost of living 

Public housing together with its secondary result in the pnvate 
building boom also had an indirect consequence of great impor 
tance The depression of the thirties was international in its effects, 
and Bnlain was not exempt She suffered particularly m the Indus- 
tnes dependent upon export like coal steel and cotton textiles 
Nevertheless ihe did not experience to anything like the same ex 
tent as the United States a decline of employment or of the national 
income It seemed clear to almost every observer that the activity of 
building was brgely roponsiblc for this relative good fortune Thus 
expicnencc helped to establish acceptance of the pnnciplc that con 
struction can act as a balance wheel to moderate the swings of boom 
and depression It is now believed by almost all that a large housing 
program is not only desirable m itself but is a primary means o|J 
helping to maintain full employment 
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Hic fint task is to provide temporaty houses to take cate of those 
who have been bombed out. Tins is being done by factory prefabn 
cabon of elements which can be erected quickly and with the least 
possible labor These temporary stnictuics are well designed and 
serviceable, and probably embody better living conditions than 
those to which many of their occopants base been accustomed rn 
the past WhDe everyone admits the urgency in providing shelter 
there are two schools of thought concerning the emergency housing 
program One argues that the mam emphasis should be laid on 
temporary housing because of the heavy demands which a suffi 
aenfly large permanent housing program would make upon the 
labor supply and matcruls in the immediate postwar years The 
other fears that temporary housing will actually be permanent as it 
nsuallyhas been in the past because of the chronic housing shortage, 
which has made it impractical to tear down even the most obsolete 
stnictnres as long as families were occupying them and there was no 
ether Irving space available. This body of opinion favors limitrng the 
emergency housing to cases of due necessity and getting on as rap- 
idly as possible with the task of permanent rebuilding 

So great is the task, m any case, that the only majOT differences 
of opinion concern the possible speed with which it can be per 
formed Before the war, approximately x ooofxo men were cm 
ployed in construction and 15 pet cent of them were without jobs. 
In the bst 6vc years of peace the industry devoting about half its 
resources to housing, turned out an average of 36o,cx3o new dwellings 
a jear The Coalition government pbnned to increase the labor force 
in building to 1,250,000^ to keep it steadily employed, and to pro- 
duce 500 oco new houses a year under full peacetime conditions 
The complete program calls for 4,000000 new homes within ten 
years as compared with the same number built m twenty years be 
tween the wars 

In this program mass production of materials in factones will 
have a much larger place than before The dimensions and qualities 
of hoimng components arc being standardized and the number of 
types of fittings is being reduced Employment will be stabilized in 
the manufacturing mdustnes concerned as well as in construction 



1 (M America’s Stake m Britain’s Future 

ibelf Production will be scheduled so that, ra Lord Woollen's 
nords, “All the ^■anous parts come forward at the right time to 
match the progress of house buildir^ “ The design and construction 
of the houses will be of a better quality than before the nar, al 
though few radical departures in appearance are liely to be made. 

The English are not going in for the “ultramodern’’ merely as a 
fashion Parhcular attenbon will be paid to the layout and to better 
beating, laundry facilities, and closet space Standardization of com- 
ponents and fitbngs will not lead toany undesirable lack of vanety in 
the finished product, since the parts can be combined in any num 
her of waj-s There u no aeslhcbc ment in having hundreds of dif 
ferent kinds of windowframes or hardware and plumbing fixtures, 
many of which are unbeauhful m themseh-cs and present a mean 
ingless confusion of choice to the householder Extensive studies 
have been made of the best kinds of U>ouls for vanous types of lo- 
cation and for the use of the various sorts of family units Expert* 
mental houses have been set up and subjected to the enbeism of 
thousands of people of the sort who will occupy them Some have 
actually been Uv^ tn for a test penod 

The Conservative Party, calling for a 70 per cent increase m the 
emergency program adx ocaterd the building of 850,000 bouses in the 
first two )e3rs A Committee of (he Liberal Party, not to be out 
done demanded the building of ^jxnjxo permanent houses m the 
first five )e3T3 of peace instead of in the fint ten, as (he government 
suggested and the production of at least 750,000 houses annually for 
rental Such proposals must be undentood more as a reflection of 
the eagerness of politicians to respond to popubr urgency than of 
sober possibilities 

Before the war, public bousing was so extensive that one twelfth 
of all the dwellings m the country had been built bv municipal au 
tlionties After the war, the housing subsidized by the national gov 
cmmenl and built by municipalities will make such heavy demand! 
on the capacity of the industry that there will probably be little, if 
am bbor and matenab available for pnvate specubtive building 
Theeconomiccffectsof a public housing program of this magnitude 
are not being ignored Tliegovcniment will havea virtual monopoly 
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.theuseandfinancrngofthebaltormt^cotlheconstro^^^^^^ 

dustvy devoted to housing If one adds other types of pu^c buM 
me. such as schools, hospitals, coromTinity centers, and offices, 
pmtdy tr^-olhirds of the erpenditoics for construction will be 
channeled through go\ eromental agencies This fact offers a real op- 
portunity for the stabilization of production and employment at a 
higji lc\el It wiU, hov, ever, raise its own problems Some are ques- 
tioning whether the public demand for rapid rebuilding will not 
lead to the allocation of so large a share of the nation s resources to 
this actmty as to hamper the needs of export mdustnes or other 
necessary parts of the total economy Many building materials, in 
eluding timber, must be imported, and thu fact has its beating on 
the problems of international trade Finally, it is ashed what is going 
to happen to the bufldmg industry and to the stability of the entire 
economy when the program is completed Will there then be a 
slump in housing construction’ There ate possible answers to all 
these queshons, but the woiVang out of any policy depends upon 
careful planning of the economy as a whole 
It has tong been recognized that a good housing program is not 
merely a matter of building houses, but also of planning their en* 
vironment Most towns m England, Iflce Aose m the United States, 
already have planning authorities There have also been tentative 
studies in regional planning Now, however, the planning function 
is bVen much more scnously and must be applied on a more erten 
s«c scale Even while air raids were raining bombs on London, Ae 
architects started work on a fifty year plan for rebuilding the whole 
metropolitan region Improvements will be made m terminals, in 


dusfrul centen, the layout of sheets, piovision of open spaces, and 
the opening of vistas, so that the aty as a whole will be both more 
romenientand mote beautiful The plan was submitted to the pub- 
befor cnticism before final action Similar acnvity has been going on 
in many other abes In addition. Parliament has created a national 
Mmislty of Town and Country Planning and has given it extensive 
powers It IS to supervise and coordinate the work of local plannme 
authotities in the interest of a balanced regional and national de 
Milopment U can step in and actually do the local planning where 
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there is no local authority or where that authonty does not fulfill 
its function It also has jurisdiction over land uses in rural areas 
Bntain has therefore gone in for <»ordinated land planning on a 
comprehensive scale 

In planning whether a given piece of land shall be used for low- 
cost housing, or streets and parks, or industry or agnculture, the 
authonty makes decisions which would greatly affect land value one 
way or another, if the land were allowed to be bought and sold in the 
free market Such shifts in valuation either are profitable to pnvate 
ownas, or, if they cause losses, require compensation to be paid lo 
either case, the cost of development to the public authonties u in- 
creased, and high land values may interfere with good planning A 
universal planning program therefore requires measures to obmte 
the confusing obstacles inherent m private land ownenhip The 
government in 1941 appointed a committee to investigate this sub- 
ject and make recommendations 

The Uthwatt Committee look its work senously and made an 
analysu which went to the roots of the problem One important 
question concerns undeveloped bnd in the neighborhood of cities 
Because of the growth of suburbs fringe land of this kind is often 
profitably improved by private developers Nevertheless, under good 
planning, it sometimes should be held for agricultural use or for a 
green belt providing recreation and other amenities Under the bws 
existing before the war, a planning authority could prevent the de- 
velopment of land of this kind by Its private ownen, but was obliged 
to compensate those owners for the loss of Itieir expectation of profit 
More IS involved than a payment lo any single individual If the 
authonty reserves a large tract of thu kind, it must pay compen 
sation to the owners of all the bnd in question although not all the 
bnd IS ever likely to be developed and a brge part of it would prob- 
ably not be improved in the near future even if no restriction existed 
Nobody can predict with ccitainlyon what parcels the enhancement 
of value would be likely to settle and so it is impossible to compen 
sate some owners more than others Tlie aggregate pajments tOiall 
the owners will therefore incicase the total bnd value much more 
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than it would have been mcieased if the planning authority had not 
intcntned 

Sbll another obstacle existed under the prewar laws When any 
given piece of land is taken out of the market by restnctions on de 
vclopmcnt imposed by planning authorities, the total demand for 
land which may be developed is not thereby decreased If the pros- 
pective purchaser who wants to build houses or a factory cannot buy 
in one place, he presumably will do so in another The owner of the 
property he finally purchases thus profits as a result of the onginal 
action of the public authonties Theoretically, the increase in value 
tabng place in this way is recoverable by the municipality m ques- 
tion Actually, however, it is impossible to trace such shifts in value 
from one piece of land to another with enough precision so that 
public recovery can be made fn order to remove both this difficulty 
and that pointed out m the preceding paragraph the Uthwatt Com 
mittee recommended that, m the case of all undeveloped bnd m the 
neighborhood of towns, the state should immediately take over 
nghti of development The value of the rights so acquired would be 
determined on the basis of a single fixed sum, representing a fair 
value to the state of the developmental rights taken as a whole 
Compensation to the o^vners would then be made by dmdmg this 
sum m proportion to the estimated development value of their m- 
dividual holdings as it stood m the spring of 1939 before the war 
began The Committee also recommended that, if any of this land 
were subsequently developed, the stale should purchase it at the 
time of its development, if necessary by compulsion If development 
by a pnvatc individual were permitted, the land should then be 
leased to him 

With regard to land wilhm towms and alies, the Committee 
found that a somewhat different problem existed Tlie planning 
authority could do little unless it bad the power to ‘cut through the 
tangle of separate ownerships and boundary lines ” Only thus could 
aties be replanned in suffiaently large units Accordingly, the Com 
/pTAVee AansiTTiTTCTTuW ftk/f ^ pltimarg satiiantf fiave (hs power 
to compel owners to sell all of any areas needing redevelopment, at 
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paces not exceeding the level of the spang of 1959 A final recom 
mendation was intended to talc caie of the increases in value accni 
mg to pnvate land-owners as a result of restnctions pbced on other 
land by the authonty It proposed a tax of 75 per cent of annual 
increases in value of all developed land The net result of these 
measures lalcn together would therefore be to prevent loss to the 
public from nsing land values as a consequence of the great rebuild 
ing program Any land needed by the development authorities or 
likely to be needed by them would be frozen at its prewar value or 
slightly above 

The National government to which this report was made was 
heavily weighted with Conservatives, and the landowning mteiests 
in Bntain exert a great influence on the Conservative Party It did 
not accept the Uthwatt recommendations, but issued a WTiite Paper 
making proposals of its own which are likely to seem radical to real 
estate interests in this country Lxxal authorities would be allowed 
under this scheme to purchase any bnd they needed for redevelop- 
ment, vmth the approval of the Minister of Town and Countiy 
Fbnning The pnee of such bnd would be 6xed at its 1939 value for 
a penod of five years No private owner could develop hts bnd with 
out obtaining the consent of the planning authonty Whenever 
such permission was granted the owner would have to pay back 80 
per cent of the increase in value resulting from the permission to 
develop his bnd The same charge would be applied to bnd already 
developed, if it were redeveloped Payment of compiensation for 
refusal to allow pnvateownen to develop their bnd would be on the 
basis of prewar value This p3)inent would be made from a central 
fund which would receive the 80 per cent tax for the improvement 
rights granted 

Even the extreme Right thus recognized the nece ss ity of pre- 
venting the building program from being obstructed by an inflation 
of bndowners’ profits ansing from the heavily increased demand 
The Labour Party was onginally willing to accept the Uthwatt pro- 
posals, but now has ofHcuIlyadoptcd the program of state ownership 
of bnd It will probably push this program to the fore if pnvatebnd 
ownenhip seems to be deb}ing or making more costly the housing 
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program It may, however, compromise bj exempting agricultural 
land, to which a somewhat different set of considerations apply, 
msofat as this land is not needed for urban ledev elopment 

CLUBS FOR AH. THE PEOPLE 

Even before the war, observers of English social condibons recog 
nized a growing need for belter opportunities for community life 
The few who had the brger incomes had long had leisure, country 
estates, and clubs Now the ranV and file of the population receiv ed 
a sudden access of leisure through shorter working hours While 
man) of them made good use of this extra time m pursuit of indmd 
ual hobbies or by family excursions, the facilities av’ailable for social 
uses of leisure were inadequate m both quantit) and quality Such 
as existed were provided largcl) by commercial enterprise like the 
movies or amusement parks There were far too few places for nor 
mal social intercourse, meetings, education, and recreation 

^^Tnle older villages m England had had their own fonns of com- 
munity life, the bulk of the population lived either rn larger cibes or 
in newer developments which had few roots in the past Workers 
migrated to the sites of new industnes, while many thousands 
moved from the centers of cities into new suburbs In these places, 
persons with different backgrounds and traditions w-ere cut loose 
from the associations with which they had been familiar and found 
themselves in the midst of strangers with whom they had httlc in 
common There was obvious need for some initiative to help the 
people get acquainted with each other and to provide orpnic hfe 
for the community 

The earliest recognition of this sort of need occuned in the slums, 
where settlement houses and vanous types of community centers 
had long been performing a valuable service But the possession of 
a somewhat higher income and the occupation of a sanitary bouse 
in a modem suburb does not decrease the need for social contacts 
and crcativ c reacation The belief has become w idesptcad that the 
organization of community life should not be confined to the abnor 
mal conditions of slums, where it has customarily been a philan 
thropic undertaking England intends to abolish slums in anv case. 
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The Report of the hfmistiy of Education on this subject concludes, 
“A community center should be regarded as an essential amenity 
of a normal community living in normal circumstances We have 
reached the conclusion that what may have been no more than 
desirable in the past mil become urgently necessary after the 
war” 

The war has greatly increased the need for social facilities and has 
also stimulated the demand for them among those who haic had a 
taste of activity in common with then neighbors outside of working 
hours Populations haie become more mixed than ever before 
People of both sexes, of all ages, and from every level of society have 
been brought together in essential war work of innumerable v*aneties 
Common danger, plus the socul and economic leveling which has 
taken pbee, has broken through old barriers and reticences Whereas 
Englishmen used to be shy about talking to strangen, they now 
converse with little restraint whenever tliey are Ihrowm together 
They like the sense of sharing common interests and tasks Millions 
of people have acquired a sense of belonging and a feeling of being 
wanted and valued which they never had before Tliey also appre* 
cute the stimulus received from human contacts m larger circles 
This IS particularly true of the young, who have been brought to- 
gether and organized (or the war effort by special agencies 

The tendency toward enhancing communal life is seen nowhere 
more vividly than in tlie changes the war brought to the ' pubs ” For 
many years the public house, where men gathered for their drinks 
and their game of darts, has been known as the poor man’s club Be- 
cause, however, intoxicating liquor was sold there, it was looked 
upon askance by many respectable members of the community 
During the war, its atmosphere radically changed The pub is now 
frcquentwl by both men and women and w the customary meeting 
place for residents of any given locality, regardless of occupation or 
income status There people learn to know their neighbors and dis- 
cuss the questions of the day 'Tberc is no better center in which to 
sample prevailing public opmion The opportunity for drinking too 
much has been greatly reduced by the extreme shortage of spirits 
and the virtually complete absence of imported bevcrajres of all 
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kinds Soft dnnks are 3lwa)'s available, while the standard order is 
for one of the \-aneties of English beer, which contains an almost 
negligible percentage of alcohol Whfle there is wide difference of 
opinion as to whether the new community centen, to be provided 
fay public agencies, should pernnt the sale of alcoholic beserages, it 
IS probable that in many locahbes they must do so if they are to 
compete with the pub m populanty 

The replanning and rebuilding programs offer a general opportu 
nity for the provision of community ccntcis They will, of course, be 
open on equal terms to all members of the community It is the aim 
to avoid like the plague the sort of institutional atmosphere which 
a too frequently associated ivith philanthropic undertakings de 
signed for uplift ” The people must have a sense that the center 
belongs to them, and to this end moderate dues or fees will be 
charged and the administration will be dcmocrabcally organized 
The fadlities provided will be of great vanety and adapted to the 
needs of individual localities There will be recreation rooms, meet 
mg halls, a canteen, opportunities for music, drama, lectures, and 
discussion groups The uses which will be made of such a center will 
depend largely on the spontaneous suggtttions of the people them 
selves 

Wherever possible the center will also serve as a country club, 
with such things as tennis courts and bowling greens It is planned 
to have a separate center for young people in the immediate neigh 
bothood, since the community center itself is regarded as pnmarily 
an adult institution, although families may wish to take their chil 
dren when they go A typical description of the accommodations 
recommended for a population of Eve thousand to ten thousand is 
as follows 

"A large hall, wnth stage and dressing rooms, a gminasium, a small 
all purpose hall, a large common room, kitchen, two large craft 
rooms with stores, games room, three quiet rooms, a bbrary and 
reading room, accommodation for the warden, entrance hall, lava 
tones, doakiooms, passages, beating chamber, stores, cycle accom 
modation, etc ” 
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Naturally, skilled staffs mil be neccssaiy for institutions of this cr 
tent, but they will be kept to a minimum in nuroben and much of 
the work will be voluntary The community centen will be a specific 
responsibilit) of the local education authonty, although the phj-s- 
ical facilities will frequently be provided b) the housing authonty in 
consultation with the experts in education 

Discussions among economists and politicians frequently sound 
as if the task of improsing lexels of living were simply one of pro- 
viding more physical goods and distributing them more equitably 
Food shelter, clothing and less fundamental kinds of goods are in 
deed important Nevertheless thcattention devoted m England to 
such subjects as community life indicates that as much emphasis u 
being placed on the quality of living as on its physical basis Improve- 
ment of this kind also makes its economic demands, but it is often 
possible to obtain a very great enhancement of real satisfactions 
with a relabvely small expenditure for things that must be bought 
with money 

Mxoovnvc DTovmr 

A comprehensive planning and rebuilding program would neces 
sarily involve decuions as to where lactones should be built even if 
there were no special reasons for relocating industry Wilhm a town 
or country-side, they must have the right relationship to dwelling, 
recreation and agncultural areas as well as to sources of matenals 
markets and transpoitation facilities Tlicy ought to be concctly 
distributed among regions for the sake of the prospenty of popub 
tions as well as for consideialions of both industrial and military 
strategy In Bntain this necessity is reinforced by the history of 
industry and employment before the war After 1919 permanent 
unemployment settled down like a blight in certain regions which 
came to be known as depressed areas " The export market for coal 
declined, and this affected Wales and northern Engbnd The sur 
feit of world shipping brought distress to the shipyards on the Tyne 
and the Clyde with their attendant industries Cotton textiles suf 
feted in the Midbnds Meanwhile newer and more prosperous m 
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dustncs selling chieSj to the home maiVet sprang up in southern 
Engbnd and particulitl) in the counties wthin eas) access of Lon 
don 

It n-ould haie been belter both for the depressed areas and for 
the economic babnce of the countij as a svholc if most of these ne\s 
pbnts had been located uhere the bulb of the unemplojinent ex 
uted WorVcR particubrh English worVcrs do not readilj ino\e 
from their homes in order to seek employment m other localities 
The} KW always expecting their lobs back again They had small 
means to bear the expenses incidental to transportation and setting 
up famflj life in unfamiliar surroundings Those who did follow the 
fadones were uprooted and set down m an enwonment m which 
Ihc) did not feel at home In most cases, no compelling reason ex 
isfed for establishing the new pbnts where they were actually setup 
Engbnd is a rebti't:!) small country with an excellent transporta 
tion system Rebtnc distances from matemU or markets hast little 
effect on costs or compelitn'c adinnlage It is behci’ed by some who 
ha\e studied the subject that the dnft of industry into the south of 
England did not result from economic considerations but rather 
from such mohies as the desire of eaecutnts to hve doscr to the 
metiopolts 

Dunng the war, the munitions pbnts constructed by the gos-em- 
ment were distributed with some regard to this presious unbabnee. 
Honmer, the necessity for speed plus military considerations pre- 
lontcd the choice of location entirelv according to standards whidi 
ought to be applied in peace Many of the war pbnts, too, will not 
be well adapted for permanent use in peacetime industry It is there 
fore one of the chief aims of reconstruction to male a fresh start on 
the job of industrul locution 

E\-cn dunng the blcr phases of the war something could be done 
b% administralu-e action WTicneict the need for the product of a 
war pbnt came to an end the disposal of the pbnt was turned oier 
from thcMmutry of Production to the Boardof Trade, which is the 
official dgxirtmenl having jurisdiction over this problem VlaaiF- 
facturCR wanting facilities for milian production applied to the 
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Board of Trade for suitable pbnb There were many more applicants 
than plants arailable 'Those who would consent Iq locate in the 
areas most needing deselopment were gis en pnonty 

Somewhat later, Icgisbtion was prepared to goi-cm the policy of 
the gosemment in this respect *1116 negatne conception of "de- 
pressed areas has been abandoned Regions in which it is desirable 
to promote industrial expansion have become VnowTi as develop- 
ment areas, and arc carefully defined 'The Board of Trade was given 
the power to add to these areas or subtract from them Within the 
development areas the Board of Tnde can encounge industry by 
several types of measures It can acquire bnd for building factones 
and can itself build the factones It can make loans to other non 
profit agencies for the same purpose It can lend money to anyone 
who starts a new ondcrtaling in a development area It may even 
male annual grants to meet the payment of interest by such a per 
son Loans or grants may also be made for the purpose of public 
improvements which would be of use to industry, such as roads and 
nilroads, docks and harbors, power stations, housing, and health 
senices 

In addition to using thee positive measure to favor the dcvcloi> 
ment aras, the Board of Trade can discourage the settlement of 
industry in the more congeted regions Anyone who intends to 
build a new factory of o\ « jooo square feet must notify the Board 
of Trade 'The Board will thus have advance knowledge of new fac- 
tory construction of any importance, and may intervene to influence 
the choice of location It will have spcafic power to forbid the erec- 
tion of new pbnts in areas where further development would be 
seriously detrimental to the proper distribution of industry " 'ITicse 
areas are not defined in the biU but are to be outlined by orders of 
the Board of Trade itself, each of which will take eflcct only after 
Parliamentary action 'This power is not regarded as drastic enough 
by those who favor a fundamental attack on bad industrial location 
since there may be delay in choosing the forbidden areas and the 
pressure of local interests may cause Parliament to refuse to confirm 
orders of the Board Moreover, there arc no restrictions on the repair 
of war^lamagcd premises It may betlut stronger legislation will be 
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adopted In any c\ent, the Board of Trade will have additional 
powers as long as building matenals are so scarce that building li 
censes must be obtained before any project is undertaken Through 
this mechanism the Board can gi\e pnority to building m the desel 
opment areas, and the demands of the housing program on construe 
tton resources are such that this power is likely to be effective for a 
long time 

Tw 0 other reconstruction agencies created for a different purpose 
may also be utilized in support of planned industrul location The 
government has created two Finance Corporations to serve the 
needs of business for capital and credit in the reconstruction period 
One of these is to lend money to large enterprises while the other 
will specialize in the necessities of smaller undertakings The proj 
ects are somewhat similar to the Reconstruction Finance Corpora 
tion in the United States onginaBy adopted for the emergency of 
the prewar depression They will ho\/c\er not be puxdy govern 
mental undertakings, but will include banking participation Even 
if the banking sj-stem were not to be nationalized, it is closely 
integrated with governmental policy, and a mixed system of this 
kind can operate virtually as if it were an agency of the state Nat 
unlly, the Finance Corporations ought to have a close liaison with 
the Board of Trade and may thus in the granting or refusal of loam 
help to implement its policy of industiial location 
Another important aspect of land planning is the location of 
agriculture In recent years some of the best agricultural land in 
England, made fertile by long care Jias been taken out of produc 
tion by suburban developments or new industrial plants This mat 
ter must naturally be of great concern in the future not only to the 
agricultural authorities but to the Ministry of Town and Country 
Planning the local planning authorities and the Board of Trade in 
exercising its control Over the location of industry Since Bntain 
before the war had to import 6o per cent of its food even to provide 
a level of nutrition which was on the average inadequate and since 
after the war there will be a senous problem in purchasing abroad 
even as much as was imported before it the conservation of good 
land for agricultural purposes must be a major consideration Tlic 
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gen-ral sub.ect of agncultiiia! reconstroction has been bneS) suzn- 
manzcd in a former chapter but here it should be noted that the 
requirements of farming are \eiy much a part of the total pbnnmg 
picture 

In the United Sta‘es regioiul pbnning has paid great attention 
to nver $%stcms with their sources in forested country and thar 
management at lower stages for such purposes as nangation, hsdro- 
clectnc power Pood control imgation, and prevention of erosion, 
England s situation is somewhat different because her different 
topograph) and rainfall male the damage b) erosion much less sc 
nous and create little need for imgation or flood control Neverthe- 
less much attention u being devoted to reforestation both because 
of the desires for wild reaeation areas open to the public and be 
cause of the need for augmetvting the domestic supplj of timber 
There are also undeveloped sources of h}drc>elcctne power which 
are liVel) to be utilized especiall) in view of the decline of the coal 
industT) There u pro|"cted an extensive h)droclectnc development 
in Scotland which u often compared w-ith the T\'A Such considera 
tioiu wi1l surelv form a part of over all pbnning 

In pbnning both towns and countryside the Engluh people pbee 
a high v-alue on the intangible and cncommercial amenities of life as 
well as on mere economic efficiency m the use of resources It would 
be more important to manr an Englishman to be able to take a 
walking tnp through unspoffed country than to have a few extra 
pain of shoe or even a high-powered automobile An interesting 
example of this attitude came to light before the war with Cemuny 
was won The government had acquired great tracts of bnd for 
military purposes andabiUwasmttoductdgovcnungtheuscof ihu 
bnd at the end of the war There wws no compbmt whatever that 
the government might not exercise suiSnent considention of pn 
vate or commercial interests Widespread cntiasm of one of the 
ebuses of the bill arose, however, on the ground that it might per 
mit the government to close footpaths stiles and country bncs 
which m the long past have been a heritage of the wajfanng pedes- 
trun and open for public use 
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T HE most ambitious part of the British reconstruction program is 
the decision to proMde a job for everyone who wants to work for 
wages and to make certain that no important amount of unem 
ployment is e\eT again suffered by the British people This project, 
Lie those described in the preceding chapters is not one advanced 
merely by a particular school of iheonsts or a single section of the 
community Both the desirability of the objective and the possibil 
ity of attaining it are accepted by all political parties and by nearly 
all sections of the public The Coalition government maintained 
for the prosecution of the war in which Conservative Ministers were 
dominant, issued through the Ministry of Reconstruction a Wliite 
Paper containing an ecphcit pledge to maintain a high le\el of cm 
plo)TOent This u the nrst timem history that the government of a 
great capitalist country has formally undertaken such a lesponsibil 
Ity It 1$ understood that the pledge will be binding on future cab- 
inets, no matter what Ihcir political complexion The Labour gov 
emment which succeeded that headed by Winston Churchill natu 
rally will take the pledge eien more seriously It is taken for 
granted that any government which disregarded this promise or m 
deed any government which failed m anj substantial measure to 
fulfill it m the future, would be unceicmoniously throwTi out of 
office 

The change in the climate of opinion which led to this danng 
commitment is made up of a number of facton One of coune is 
the memory of the sufferings lesuUmg from unemployment in past 
vearsand particularly between thewan More important however, 
IS the growth of the conviction lliat depression and other causes of 
a sliortagc of jobs arc not decrees of an inexorable fate which are 
incmcdiablc by human intervention Tlic lay public has observed 
that during the two World Wan there was not only full employ 
ment, but an actual sbortageof labor due obviously to governmental 
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demand for goods and manpower It reasons piacballv that there b 
just as much human need for the pioducb and scmces of labor ra 
peace as m war, and that the gotc io ment can, if it will, organize this 
demand and make it cffectn-c. The economic theorists, in turn, ha\r 
reached substantial agreement concerning the mam causes of un* 
cmplo)'menl and belieie that the appheabon of their conclusions 
through theagenc) of the goxemment would substantullj dimmish 
if not abolish it. Thus merUa no longer has the support of the ao 
thonties 

Finallj, it is understood bj all intelligent atizcns that the other 
items of the reconstruction program would lack their necessary basis 
unless the people and resourtres of the counhv were kept busy pro- 
ducmgasuffiaentl) largevolumeofwealth and welfare The burden 
of uncmplo)Tnent insurance, for instance, weuld be much heaner 
if the total of uncmplo)-ment were brge, and the goiemmenl would 
not be able to collect so much in taxes to pay its share of the cost 
More people will be uudemoonshed or ill and consequent)) m need 
of the ci^ial attention which will be prosided br the National 
Health Service if unemplo)meot robs many of the means to sustain 
a decent standard of life. The rebuilding of cihes on a better sale 
would be locompabble with cit> popubtions depmod of their am- 
mg power, and hence unable to rent better houses or to pa) the taxes 
necessary to finance the local and national governments 

The commonsense belief tliat it is possible to find work for every 
one who wants a job is reinforced by contempbtion of the tecoih 
stiuction plans themselves Dunng the war nobody had enough of 
anything People were told (hat (bev must continue to get along 
with insuffiacnt living space, clothing, and food — not to spak of 
amenities such as new automobiles furniture, radios, and innumer 
able modem inventions — until the soldiers were no longer needed 
at the front and the munitions workers could case Ihcir production 
of warpbnes, tanks guns, and shells. If, it is rasoned, we are to 
bufld new houses at last twice as lapidW as ever before, if we are to 
make up our shortages of clolhmg and be able once more to at 
what we like, if, m addition, we art to find in the nurkets all the 
other things we want, and if besides we are to have many thousands 
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more of teachers, nurses, and doctors than before the war, how can 
there possibly be any shortage of )obs unless the government is guilty 
of monumental blunders or pnvate interests m control of money 
and production go on striVe? This commonsense ludgment is sup- 
ported by competent students of the subject It will tabe perhaps 
five or SIX years at the least to fill the backlogs of demand and get 
back to a normal peacetime basis After that, commonsense reasons, 
«c should utilize any excess labor power either to improre the ma 
tcnal level of living or to shorten hours of work m the interest of 
greater leisure There is no need to permit unemployment to recur 
The theoretical basis of the conviction that any substantial 
amount of unemployment can be avoided is far mote intncatc and 
detailed, but can be undentood without too much difficulty by 
those V, ho have no technical training m economics In order to trace 
the way m which theoretical reasoning has caught up with common 
sense, it js necessary to summarize briefly the course of economic 
thought in England on this question 
The classical theory did not account for the existence of a large 
and continuous volume of unemployment or the recurrence of 
cyclical depressions Its basic tenet was that an economic order 
characterized by free exchange and competition m search of profits 
would tend automatially to approximate an equilihnum of demfind 
and supply in every part of the market This would be as true in the 
labor market as elsewhere Unemployment would be merely an in- 
dication that the demand for labor was running behind the supply. 
In these circumstances, wages would fall until the tijlativc cheapness 
of labor stimulated the demand and the surplus of workers disap- 
peared In this type of analysis, any temporary lack of balance be 
tween demand and supply was accounted for on the basis of some 
imperfection in competition or some friction or obstruction in the 
mobility of labor or capital It was believed that impediments of this 
nature would be short lived and of little moment a^ long as the free 
play of economic forces was allowrcd to persist 
Economists, like otliers, could not fail to observe the fact that the 
experience of the world was not so happy as their theory might have 
led them to expect There actually were frequent slumps of trade 
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and emp!o}-inent, recumng with more or less rcgubnt} There were 
also persistent pockets of tmemplr^ment which did not disappear 
even dunng the roost acbve boom The problem became so senoos 
that great political pressure arose to do something about it A RopI 
Commission on the Poor tows and Relief of Distress, appointed by 
a Conservative government, reported its conclusions in 19C9 It 
recognized the existence of a laige volume of unemploj-ment It did 
not, however depart from the classical theory that on the whole the 
demand for labor kept pace with the supply It accounted for the 
strange fact that the supply was alu-ays brger than the demand cv en 
when employment was at its highest point, on the ground that 
obstructions existed m the mobilityof bbor and that tlie labor mar 
ket was not properly organized 

Almost every industry was found to have a tendency to maintain 
a reseneof workers somewhat brger than its total need from which 
it could hire at will for bnef penods For instance, the docVworkerj 
w ere kept in the neighborhood of the docks by the chance of obtain- 
ing a few houn work from timoto time, although if they had been 
offered a reguUr wage no brger than their av eiage weekly earnings, 
they probably would not have accepted it Though other industries 
did not exploit casual bbor to the same extent an cssentuUy simflai 
condition existed in building and many branches of manufactunng 
and mining The remedy for this condition was sought in a pci 
fectly conventional device Commodities were no longer sold from 
door to door, but were dealt in on exchanges where all elements of 
demand and supply had a common meeting pbee and discrepancies 
could quickly be ironed out in the natural counc of bming and 
selling The investigation therefore led to the establishment of a 
system of national bbor exchanges where workers could apply for 
jobs and employ en could apply for men It was expected tlial this 
better organization of the market would minimue the evil 

Another cause of unemployment was recognized at the same 
tunc — that IS, the depressions of trade and business Though there 
were many theones to account for the business cycle, the majonty of 
economists regarded this also as a result of fnctions or extraneous 
elements which interfered with a nonnal tendency toward equilib- 
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num Perhaps the most popular theory held that the pnncipal cause 
of fluctuations v.'as to be found m the realm of money and credit, 
and so that a proper currency and banking policy would promote 
stability There was undoubted truth in this theory, as v-ell as in the 
theory that casual unemployment was brought about by poor or 
ganizalion of the labor market Neither, however, contained any 
thing like the whole truth, and reforms in both realms failed to 
eliminate senous unemployment Indeed the evil became much 
worse after 1914 than before 

Aside from the cjchcal depressions which brought unemployment 
m igar and in the jears following rgeg the chief cause of joblessness 
in England appeared to be the decline of the export trades, partic 
ulatly coal, shipbuilding, and cotton textiles This resulted in chronic 
and, for many worVcR, permanent unemplojinent m specific lo- 
calities In the previous chapter we have refened to these depressed 
areas The classical type of analysis believed this phenomenon also 
to be due to the lack of mobility of labor, and was mehned to regard 
the joblessness of the workers concerned as their own fault because of 
a stubborn refusal to go where work might be obtained There was 
some criticism of the effect of unemployment relief, because it 
helped to maintain workers m idleness m localities where there was 
little hope of then ever obtaining jobs This point of view was later 
found to be superficial in the exlrcmc Woikcn unemployed m one 
industry often needed at the >cty least retraining in order to find 
cmplojmcnt in others They could not be moved about as 
easily and with as hlllc human loss as bales of cotton or pounds of 
tea And there was no real assurance that, j! all the unemployed had 
mo\cd out of the depressed areas, there would have been enough 
jobs for them elscw here The ultimate conclusion was that there was 
little hope of remedying this situation by attempting to enhance the 
mobility oflabor 

Another aspect of the classical theory of unemployment received 
specu! emphasis at the time becaosc of the slump m export indus 
fries. This was that the chief difficulty arose from insufficiently low 
wages It was logical to suppose that the market for exports would be 
increased if lower prices could be charged, and that the chief ob- 
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staclc to lottcr pnccs was ngidity m labor costs Naturally, labor 
bitterly opposed this analj-sis of the prevailing unemployment The 
controsersy was intensified when Bntam went back to the gold 
standard at the prewar parity of the pound This brought such a 
high exchange value to Bntrsh currency that the internal pressure 
for low er pnees and costs was redoubled 
About the only tangible result wras a series of bitter stnTes, foV 
lowed by forced departure from the gold standard Prevailing Bntish 
opinion finally veered to the conclusion not that wages ought to 
have been reduced, but that it had been a mistake to reestablish the 
gold standard, especially at such a high valuation of the pound 
Those who investigated carefully the specific difnculties of the 
export industnes m question came to the conclusion that their 
troubles could not be traced mainly to high wages, but to other 
developments such at the growth of tafile manufacture of the 
cheaper grades in India and other former markets, the world wide 
surplus of shipping resulting from the war, the rebtive exhaustion 
of the more highly productive coal mines, and the development of 
new sources of fuel in other natioiu 
In the meantime, another type of basic analysis of the theory of 
unemployment was arising Numerous economists outside the ch»- 
steal tradition had held that the denund for labor would not neces' 
sarily equal the supply, even if no elements of friction existed in the 
labor market Prominent among these in leccnt times was a Bntish 
writer, J A Hobson This thesis was taken over and developed in 
great detail and w-itha ngorous theoretical apparatus by an academic 
economist J M Keynes now Lord Kevnes Mr Keynes sought the 
explanation both for trade slumps and for more pcnistenl unem 
ployment in some factor which would explain a deficiency of pur 
chasing power in rebtion to the supply of goods and services which 
bbof could produce if it were fully employed He agreed with the 
cbssical economists to the extent of assuming that if all the money 
payments received by everyone were spent again by the recipients, 
there would be no interruption in the flow of purchasing power, and 
the total denund for goods andlabor w ould equal the market supply 
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He did not taVc it for granted, hcrocter, that full spending of'the 
incomes and pajmentj received automatically takes place 

It had long obvious that some of the money recen ed both by 
individuals and b) business establishments is not spent m the ord^ 
naiy sense of the term, but rather ts saved When money is saved. 
It IS held out of the stream of circubting purchasing power The 
traditional theory had been that money saved was invested m new 
capital goods and thus was really spent just as much as if it had been 
us^ to buy food or clothing Thus, savings banks or insurance com 
panics loaned the money left in their charge, to 6nance the con 
struction of houses or railroads or public works Business concerns 
which laid aside surpluses and reserves used these funds to buy ma 
chinery and buildings and to expand then operations Mr Keynes 
rmde the point that the decisions of those who invested were mde 
pendent of the decisions of those who saved and did not necessanly 
follow the same course People save out of habit ot prudence, but 
people invest because of their belief that an opportunity for profit 
exists 

Traditional theory assumed that as much would be invested 
as was saved because of the interaction of demand and supply, as m 
any other market When people wanted to invest more money than 
was available in the reserves piled up by the savers, the rate of inter 
est paid on savings would nsc until savings were increased, or until 
the opportunity for profitable investment was so small that invest 
ment declined \Vhcn, on the contrary, more was saved than could 
be utilized by businessmen and governments, the rate of interest 
would fall and saving would be correspondmglj discouraged Mr 
Keynes replied that changes m the rale of interest were not large 
enough ot prompt enough m then effect to produce the desired 
equilibrium The ‘ propcnsrl) to save” depends on many things 
other than the cunent rale of interest and so does the profitability 
of investment In general there is a tendency for people to lay aside 
a certain proportion of their incomes year in and year out, whereas 
ncwspcTTulngi&T invcstinem’purposcs vanes wiaei'y trom one period* 
to another In consequence, the total amount of money spent by 
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both consumers and im estots may from time to time be too small to 
keep all the wage earners emp1o}cd, or it may, in fact, be insufEcient 
for relatively long penods 

An attempt has been made to refute the Kc)-nes tj^pe of theory by 
figures which seem to prove that over a long penod the amount saved 
and the amount invested do equal each other One comment on 
these figures is that as a matter of fact tliey usually measure the same 
thing, that is, those savings which are invested Good statistics are 
lacking to measure the amounts of money actually withheld from 
circulation by the savers Another comment is that the reply mis- 
conceives the nature of Keynes’s thesis He never contended that 
large amounts of money were actually piled up in savings hoards 
which remained unused for any long period ^\^lat happens in our 
dynamic economic process goes the other way round At a time of 
relative prospenty, let us say that a given amount is being saved and 
the same amount is being invested Suddenly, investment falls oS 
because of a drop in profits or expectation of profits What is now 
being invested is therefore less than what was previously being 
sav ed The diminution in imeslmenf. how ever, causes a falling off m 
incomes, and tins m turn reduces the amount of sav mgs People may 
be laying aside as large a percentage of their incomes as before, but 
the incomes arc smaller What is relatively stable u not the total vol 
umc of savings but the propensity to save” A diminution m in- 
vestment thus reduces total spending, even though the volume of 
savings may be reduced as imeslmenl falls 

It should be understood that, by the term investment, Keynes 
does not mean the mere purchase of existing secimties, or the pass- 
ing of securities from one hand to another, but the spending of 
money for new capital equipment or the labor required to produce it. 

Tlius, by a long course of reasoning, the mathematical intricacies 
of which are onutfed in this ovenimplificd summary, Kevnes at 
nved at the same conclusion which had resulted from fiopular ob- 
servation of economic events It also is in accord with the statistics 
we now have covering employment, consumers income and sav mgs. 
additions to capital investment, and business conditions m general 
^Vhen there is a large amount of new investment in conslniction, or 
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v^hen the government spends large amounts of money for the kind 
of investment needed in war, emploj'ment is relatively high But 
when the budding boom falls off, or when the gov emment ceases to 
bonow and spend for war purposes unemployment is hkelv to 
supervene High employment accompanies a high level of total 
spending, and low craplojment accompanies insufficient spending 
After long debate, the Keynes analysis has been almost unani 
mousl) accepted by British economists Tliat does not mean that 
they all accept all its details or that they all agree on the appropriate 
remedj Theanal)sisitsclf leaves open a choice among a number of 
proposed remedies Furthermore it does not preclude the possible 
importance of other causes of unemployment such as lack of labor 
mobility or fnctional obstructions of other kinds When vv e say that 
economists arc agreed upon the theory all we mean is that they 
accept the proposition that the total demand for labor may, for 
shorter or longer periods, be less than the suppl) and that an im 
mediate cause of this disparity is a variation m the total of new in 
vestment which differs from the course of the propensity to save 
One possible remedy for that unemployment which results from 
insufficient investment is an increase m spending by government to 
make up for the deficiency If the government acquires the money 
for this purpose by taxation that reduces the amount the citizens 
spend, no net mcieasc m total spending occurs and the object is not 
achieved If the government borrows the money in a way that re 
duces spending, the action is similarly futile But if the government 
raises the money by taxes levied in such a way that it taps incomes 
not all of which w ould be spent— in other w ords if it taxes savings— 
It docs produce a net increase in expenditure A similar increase is 
produced if it raises the money by boirowrng it either from com 
mercial banks or from those »lio would otherwise save it "Deficit 
spending” is a name for the policy of a government when it spends 
to create employment and bonows the money from banks, or large 
financial institutions, or wealthy individuals who customarilv save a 
large percentage of their income It is to be noted that under many 
circumstances the government can create cmplo>ment without bor 
rowing, by the process of spending the necessary funds from m 
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creased taxabon, provided this taxation does not bear upon those 
who customarily save little because their incomes are reblnelj low 
'There has been an immense \oIume of controv eny, in the United 
States particularly, about the supposed dangers of deScit spending 
Persons who oppose it do so either because they have the habit of 
tlimking that a national budget, like a personal budget, ought al 
ways to be balanced if it is m any way possible to equalize income 
and expenditure, or because they have a bias against enlarged gov 
emmenlal activity, believing that it inhibits pnvate enterprise 
These arguments are usually answered by the contention that, if 
government spending increases employment and the total national 
income, no one need worry about the increase in the government 
debt It is the proportion of the government's interest burden to the 
lubonal income which is significant, not the absolute sire of the 
debt Itself It is further argued that private enterpnse tends only to 
gam from a governmental policy that prevents depression and en 
larges the markets for the g^s business produces 
In England the arguments of those who support defiat spend 
mg have proved convincing to most students Tliere is little mote 
worry that the government will endanger its fiscal stability by bor 
rowing money and spending it m ways which increase the income of 
the nation than that a growing pnvate corporation would be endan- 
genng its future by selling shares or bonds to investors and using the 
proceeds to enlarge its plant and its output 
Deficit spending by government is not, however the only remedy 
open Another possibility is governmental intervention to stabilize 
the flow of pnvate investment Such intervention may be cither mild 
or drastic Still another possibility is to influence the use of money 
by individuals so that a brger proportion will be spent and a smaller 
proportion will be saved This procedure would lend to stabilize 
total employment and income at a lower level than would be pos- 
sible by enlarged productive faahties It would seem to be undcsir 
able as long as existing wants are not reasonably well satisfied 
\Vlicnc\er desired however thisaim might be achieved by cqiiahz 
ing the distnbution of income so that there would be less in the 
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pocJxts of those m the upper brad^ets « ho cuslomiril^ do most of 
the saving and more going to the nujontv of the population ■who 
usually spend almost all the\ cam The mcenbve to sa\ e on the part 
of those in the low ei brackets could be seduced b\ measures of social 
secunt) which make it less necessarj for the mdindual to pronde 
for a ramj daj 

The gosemmental WTiite Papes which makes the emplosment 
pledge recommends a senes of measures to effectuate it which, w htle 
markmga distinct advance mer the former pmcticc, are matnlj on 
the conseunhvc side First of all it announces the permanent es- 
tablishment of what is in essence an economic general staff for the 
g ov eni ment This consists of a group of cspcsts who will assemble 
the rclerent statistics of economic trttids, anah-ze them and make 
appropriate recommendations The report makes the commitment 
t^t the gQNtmment will aim to mainlam "a high and stable lev el of 
emploj-ment after the war” and stales that, m order to do so it is 
necessai) to hai'e *‘a pohq for mamtauimg total espeoditure " It 
thus imphatly accepts the Ke>'nes thesis 

The \\Tiite Paper assumes that after the war as before there will 
be fluctuahons of economic activity, insofar as the gov eminent does 
ool intervene to moderate them One of the chief causes of these 
ffuctuatioiss will be the ups and downs of private mvestmcnt, and 
another will be varuhons in foreign trade The gov enmcnt proposes 
to do something to help stabilize pnvate investment For this pur 
pose it will use vanation of interest rates and will encounge pnvate 
btaincsj to conform with the gcnoal stabilization pobq bj ex 
pindmg its capital equipment dunng penods when production is 
stack and pnces of materials are lowr It expects the long term econ 
omy of this practice to appeal to the profit incentive of businessmen 
Another possibihty of mfiuenang pmate mvestmcnt decisions is 
through deferred tax credit. 

Having sought to infiucncc pnvate investment bj such means, it 
proposes the use of increased governmental eigicnditure, jsartic 
olatlv bv public works, m order to offset a slump m business activity 
It expects that the prompt employment of Ibis measure at the fint 
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onset of a depression wuld ha\-e salutary results The ^\^lltc Paper 
would also reduce contnbutions to social insurance dunng slack pe- 
riods in order to increase popular pur^asmg povs er 

The White Paper recogniaes the difficulty of controlling 6uctua 
tions in international trade, which t$ not within the jurisdiction of 
the Bntish goiemmcnl to the same extent as is the internal eeon 
omy It docs, however express the hope (hat other nations rruy be 
induced to follow the same tvpe of hill-emplojincnt pnctices and 
stabiluc their own economies This, together with the cleanng of 
trade channels, would expand intcnutional trade as a whole and 
oSer the opportunity for an expansion and stabilization of Bntish 
exports 

Finally, the White Paper recognizes the desirability of influenc* 
mg the location of industry m such a way as to allevute unemploy 
ment in the former depressed areas 

Sir Wiliam Bevendge who has been the leading Bntish expert 
on unemplojment for many >ear$ advx>cale$ a far more comprehen 
sive program m his book Ftfll Employment m a Free Soeuty Ong 
mail), Sir Willum was one of those who attohuted unemplovment 
almost entirely to disorganization of the bbor market, and he was a 
leading proponent of bbor exchanges He has not abandoned the 
view that it is important to take measures to cope with the lebtive 
immobility of bbor though experience and studs have led him to 
the conclusion that it is necessary to tale emplovTncnt to the w orkers 
in former depressed areas rather than expecting them to seek it 
elsewhere He points out that although bbor has been more mobile 
than many people have believed it moves more readily from one 
occupation to another in a given localjt) tlian From the locality to a 
different region More important still he frankly recognizes the fact 
that even if all the unemployed had sought jobs wherever they 
might have been offered before the war there would still not have 
been nearly enough jobs He now accepts the thesis that usually 
the supply of bbor exceeds the demand and he has become con- 
V cited to the Keynes analysis of the causes of this phenomenon 

Bevendge approaches this problem not by assuming that there 
must be slumps in production and acbvaty, for which the state will 
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attempt to compensate after they have started, but by a plan which 
js intended to prevent depressions from occurring Lile many other 
students of the subject, he docs not regard alternate expansion and 
contraction of public worlcs for the purpose of compensating the 
ductuations of pnvate industry as either a practical or a desirable pol 
icy The demand for public construction is independent of the 
requirements of a compensator) program It would be difficult to 
enlarge public works quickly enough and in sufficient volutne to 
stop a depression, and it would be still more difficult to reduce pub- 
lic building when private industry recovers Moreover it does not 
follow that )Ou can increase the demand for tailors or shoemakers 
bj increasing the demand for masons and carpenters It is nght,” 
wntes Sir William, that men should move from declining to pro- 
gressive industnes to meet a permanent change m demand and 
should be helped by training to do so It is not reasonable or prac- 
tiable to expect men m great masses to move into or out of public 
works according as their own industry is slack or bus) Stability 
means absence of meaningless, unprogressive fluctuation " 

The Bevendge program, therefore, is intended to stabilize both 
pnvate imestment and public investment, and to keep the whole 
economy expanding so that production and consumption can stead 
ily increase as long as there arc unsatisfied human wants The first 
item in this program is to increase and stabilize consumers' demand 
b) making absolutely sure that everyone, especially at the lower lev 
els of income, is supplied with all the necessities of life The social 
sccunty, health senicc, and housing programs will partully fulfill 
this need He would cany the process even further, however, by 
making the state responsible for the purchase and distnbution, at 
sufficiently low prices, of food csscnlul for adequate nutntion, the 
standard articles of clothing and perhaps other goods as well There 
would thus be no occasion for fluctuations m production onginatin^’ 
from the market demands of the vast majonty of consumen for ordi 
nary necessities This part of the program he calls ‘ the socialization 
of demand ” He points out that it docs not necessarily invohe the 
socialization of production Pnvate enterprise under competition 
can go on as before as long as it appears to be efficient, although the 

K 
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state takes om the tesponsibnitv of gtUTanteang that banc con- 
sumen wants shall be satisfied, if nccessan b% the use of subsidies. 
This has been the actual practice dunng th“ -war \s long as the^ 
weir anv elcmcntan unsatisfied need, there would th erc^o x be 
no possibOih of a slump ui the production of goods to meet that 
neei insofar as market demand b concemed. 

\nother important item on the ptigiam nould be the stabn.ia 
tion of pn\ate in\estmcnt Bexendge regards the proposals of the 
\\Tu*e Paper m this respect as halfwax measures which would be 
ineSectuah He would set up a National Inxes^ent Board which 
would budget the entire natioiul economx m adxance, just as the 
gox-emmcnl alrcadx budgets its own receipts and cipendituits. It 
xxould deade bow much ought to be spent and how mudi ought to 
be saxed to inamtain full onplox-ment and would make sure that 
what was being saxed was mxested. eaihci pnxatdx or publiclt It 
tiould pbn inxestment. and if necessar) enforce its decisions in the 
pnxate sector bx po w er s of control and bx loan and tasabon policr 
Thu Board would nuke sure that indostix became more eScient 
insofar as mxestmenb in new machincrx and power sx-stems could 
make it so and would expand the produrtue equipment of the 
counti) without pennittrng wide fioctuabons in capital expendi- 
tures 

Sir \\ niam also faxors the expansion nf public ownexhip of im 
dustrx for two mam purposes finL to increase the extent of direct 
goxemment control oxer the stabOization of inxestment and pm- 
duebon, and second to lemoxe the cxil of pnxate monopoix which 
frequmtlx restnets output bx the maintenance of pnxs in the in 
teiest of profits Bexendge b not a doctnnaire socialist and does not 
adxocate on pnnaple the sooalira’ion of all mens of production 
He laxes open the question whether this will ulbmatelx be ncrcs- 
en but argues that the sort of measures he faxors would be equaHv 
applicable other m an economy characterized brr’l' bx pnxate 
enterprise or in a socialized cconom) His support of rutionalization 
of indixidual industries is denxed partly from the xiew en'ertaned 
cxen bx dassical economists, that pnxate monopoix is incompatible 
with the widest possible distribubon of goods and the highest possi 
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blc \olume of emplojTncnf Most economists svould agree that, 
tthereser competition cannot he maintained, industry should either 
bestnctlj regulated in the public interest or should be owned by the 
public Sir ^^^illlam apparently regards public ownership as the 
simplerand more desirable alternative 
Bevendgerecogniaes the importance of expanding and stabilizing 
Britain’s international trade He would lAe to see this facilitated bv 
the nghl hind of international arrangements accompanied by full 
cmplo)Tnent policy in other nations But in any case hewouldhave 
the British government handle purchases of primary commodities 
from other countnes m order to stabilize their output and so to 
maintain the purchasing power of these countnes for British ex 
ports This suggestion looks toward the kind of bilateral trade agree 
ment or barter arrangement which wxiuld be outlawed b> the desire 
of the United States gov emment for multilateral international trade 
on a free competitiv e basis and without restnctions 
The Bevendge program is more ambitious m its objectives than 
the ofEcul emplojTnent policy He seeks not merely a high level of 
employment, but full employment Full employment means, in his 
definition, ‘ having alwaj’s more vacant jobs than unemployed men, 
not slightly fewer jobs It means that the jobs ate at fair wages, of 
such a kind, and so located that the unemployed men can reason- 
ably be expected to take them, it means, by consequence, that the 
normal lag between losing one job and finding another will be very 
short” It would be impossible m any economy characterued by 
technological change and development to avoid Unemployment al 
together, because there would always be shifting from declining m 
dustnes to expanding industncs or from one kind of job to another 
kind But Bevendge estimates that this desirable shifting will not 
necessitate at any one time the unemployment of more than 3 per 
cent of the w Diking force, tf his suggestions are adopted 
Sir William points out a number of important advantages m a 
Situation where there arc always more jobs seeking men flian men 
seeking jobs Society, he argues, should exist for the individual * A 
person who has difficulty m buying the labor that he wants suffers 
inconvenience or reduction of profits A penon who cannot sell his 
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labor IS in effect told that he is of no me The first d^cult) causes 
annm-ance or Joss, the other is a personal catastrophe ** He argues 
that when Ihe'e is no danger of imoluntaiy nnemplojinent, trade 
cnions wnU be wilhng to forego pract ces that restrict production 
Thev win not oppose technical mprovcm'Tits which in the past 
they haie feared because snch imp mcments base made it necessary 
for men to seel n»w jobs Bevendge also cites the well recognized 
pnnaple that, when labor is scarce and wages are high the use of 
labor-saving devices is stimalated. whereas, when bbor is plentiful 
and cheap men and women are often emplojcd at dradger) that 
should be the provnnee of machines Finallv, a rmnimal amount of 
fnctional unemplovment would grcatlv reduce the burden on uncm- 
plovment insurance 

In general, cmplojment roultirg from demand for the semces of 
the worker has a far higher pCTonal and social value than either jobs 
c'ea’ed for the purpose of giving emplovment. or co m pe n sation for 
bemg cut of work People want not mcrelv the mearu of busing 
what th«v need in ord^r to sustain phj-sical life, but the sen«e of be 
ing valued and of filling an important pbee Nothing could more 
directl) emtribu'e to sochasetueoa the part of the workers tluna 
demand for bboi which was greater than its supplv so that the 
worker had an o pp o i tunits to choose among jobs at least as great as 
theoppo'tuni^ of the cmplover to choose among worken 

WTut are the implications for Iibcrtv of a program like this’ 
Beveridge argues that it impinges not at all upon ordinary civil 
Ibcrties sc^h as freedom of speech ichgion and assemblv It docs 
not exclude the nght to bnng about pca'^cab’e change in govern 
ment It actoall) increases freedom m choice of occuption and in 
the marugcm'mt of a personal incom" The program would not re- 
tam complete freedom to engage m pnvafe business en'erprue, but 
Ih s freedom is bound to be 1 mitcd in anv case 

Nevertheless these freedoms mmt be cxe'ciscd responsibK if the 
fuH-emp'ovmcrt policy is to werk. While people retain the demo- 
cratic right to change lhar govicnimenf. there must be a reasonable 
continu of the economic poLcv of tlial government Wbile 
uoilers ma) combine and engage m col’ect vc bargaining, the ad 
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ditjonal bargaining power which full emploj-ment would gi\e them 
cannot be used to push wages so hi^ that inflation results The in 
aeased freedom to change jobs should not lead to a decline of neccs- 
sar) industrial discipline and a wastcfully high labor tumoser The 
freedom to dispose of one’s income must not be allow ed to interfere 
with the necessary nabonal babnee between savings and invest 
ment ^ 

Bevendge firmly believes that, with the proper institutions and 
social conditioning responsihilitj' of these sorts maj be developed 
No degree or kind of freedom can e»er be ercrcised without a cor 
rttpondmg responsibility and a voluntary acceptance of social 
duciphne That is the condition of retaining it To admit that full 
employment cannot work m a free socictv that a pohev of this kind 
would demand dictatorul action enforced by heavy penalties would 
be to assert that workers cannot reallv be free and responsible mem 
bcis of society but must be driven to their jobs and forced to obey 
their superiors by the terrible and haunting fear of being left with 
out work A society characterized by mass uneiTiplo)Tnent is in 
reality v ery far from free 

The left wing of the Labour Party believes that the reconstruction 
prognm and the maintenance of full employment cannot be 
assured without more progress toward socialized ownership than 
Beveridge recommends The Labour Party itself has adopted a pro- 
gram advocating the nationalization of mines railroads, banks, bnd, 
iron and steel, and other basic industries Any senous attempt tocn 
act such measures will depend partly on political developments and 
partly on the obstructions which pnvalc enterprise may in fact erect 
in the way of the rcconstniction program Somewhere between the 
moderation of the ^Vhlte Paper and the program of the left wingers, 
an attempt to effectuate full employment will be made 

TIic government economists while not so optimistic of the out 
come as Sir William Beveridge expect to keep unemployment to 
somewhere between 5 and 8 per cent of the working force Tlicy 
argue that, at least m the transitional period the various reconstruc- 
tion programs plus llic demand of individual consumers will almost 
automatically produce the desired result and that, indeed, there 1$ 
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likel) to be a shortage of manpower rather than the rerene For a 
longer f erm program, thej place beasy reliance on the fact that the 
gov eminent will directly control the activity of a brge percentage of 
the constraction industry as well as iiuny other undertakings There 
IS little doubt m anyone’s mind that at least considerable progress 
may be made toward the nationally approved ob;ective as far as the 
behavior of the internal economy is concerned The doubt m the 
minds of all is centered on the effect of international economic 
developments 
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As a matter of political stiateg), however, it was thought best to 
make a piecemeal attack rather than raising the immensely complex 
problem as a whole Currency stabilization was chosen as a topic 
with which to make a beginning, because there seemed to be little 
doubt of widespread approval of it, especully in the United States, 
and it was a concrete matter in which a large body of expenence had 
been gained before the war 

In some respects this deasion was unfortunate International ex 
change is a highly technical subject which lies outside the expen 
ence of most citizens, even of many who are generally well m 
formed Only international bankets and economic experts arc 
familiar with its terms The bankers have both interests and 
prejudices to safeguard while many of the economists who have 
specialized in the subject are inclined to be conservative Any possi 
ble scheme for stabilization would be sure to embody provisions 
that would stimulate a technical controversy At the same time, 
those who really understood the subject would be left free to argue 
that the success of any stabilization pact would depend on policies 
and circumstances not covered by its text Those who opposed any 
specific plan could therefore contend that other and mote im 
poftant matters should be settled first 

Discussion of exchange stabilization proposals has also been con- 
fused by the fact that during the war there was little personal con 
tact or communication between Englishmen and Amcncans out 
side of official circles Most Americans were completely unaware of 
the developments in British opinion outlined in the preceding 
chapters while most Englishmen were even more at sea than 
citizens of this country concerning our domestic postwar plans and 
prospects Even those who had a better knowledge of the other 
country than had the general public failed for the most part to 
understand the undei1}ing reasons for the opinions which had come 
to their attention Yet proposals bke those formubted at Bretton 
Woods cannot be intelligently discussed except against the back 
ground of the general economic requirements and policies of the 
two nations 

It IS not the present purpose to make any argument cither for or 
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against the Monetary Fund and the International Banh, but rather 
to use that program as a good platfonn for discussion of the ex 
change stabilization problem in general Some pohcj or other must 
be follow ed m this field, and whatever is done is certain to be closely 
associated with the mote important international issues which are at 
state The general public is not interested in minor technical details 
of procedure in the money markets but it is vitally concerned with 
the outcome of controversies which for some time happened to 
be centered on this pto]ect because of the fact that it was one 
of the first m which international economic cooperation was at 
tempted 

The experts in England and the United States who explored this 
subject began by making certain assumptions and recognizing 
certain probabilities They assumed first of all that the mtcmational 
gold standard, which had served before the First World W'ar auto- 
matically to stabilize exchanges, could not be restored Even if 
theoretically there remained a possibility of restoring it, the strong 
and unalterable opposition easting in England would have made 
that course impossible They also assumed that after this war the 
immense dislocations w hich the economy of the w otld had su&ered 
would lead to even wider fluctuations in exchange values than had 
occurred in the interwar penod, unless international action were 
taken to prevent them Finall}, they assumed that what was desired 
was not merely emergency action of the sort which might be im 
provTsed to meet a situation r^rded as temporary — like the stabili 
zation agreement that preceded the war — but rather a charter or 
constitution for an international monetary organization which 
might mark a permanent advance m the method of handbng the 
problem 

The next step was for each of the two nations chiefly concerned to 
formubtc a suggested plan of its owm so that discussions could be 
advanced on the basis of definite proposals Lord Kejmes supervised 
theworkinBntam and Mr Harrj D ^^^llte of the Treasury De 
partment was chiefly responsible for the Amencan draft Although 
both plans have been supeneded by subsequent negotiations, it is 
well to pause a moment m order to note their leading cbaractcnshcs 
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This IS particularly true of the Keynes pbn since much less of it was 
embodied in the Brclton Woods draft 
The KejTies plan was a development from the ordinary banking 
practice used m transferring payments uithm a nation Only small 
pajmcnts are customarily made by the transfer of cunency or bank 
notes What normally happens in business transactions is that the 
buyer draws a check against his account in a bank and the seller 
deposits this check to hts account Essentully the transfer is thus a 
bookkeeping transaction Payments from one bank to another are 
handled by a cleanng process which is also a bookkeeping transac- 
tion E\en when bank deposits are increased by loans extended by 
the banks this result is accomplished by the entry of figures on the 
accounts kept by the banks for their customers Keynes suggested 
that an international cleanng union beset up which should open an 
account for every partiapating nation Ulicnever a country had to 
make a payment to settle a de£ot in its international trade a debit 
would be entered on its account and an equnalent credit entry 
would be made on the account of the nation receiving the payment 
Tlie accounts were to be kept in terms of a new international unit 
of cunency to be called the bancor The exchange value of each 
nation s cunency was to be stated in terms of this unit Naturally, 
there had to be some hmit to the amount any given country could 
draw as there IS inordinary banking accounts This limit was set at 
a relatively large figure — 75 per cent of the country s average foreign 
trade tumov cr during the bst three prewar v cars 
Tlie first purpose of this pbn was to offer every nation confidence 
that it could proceed to buy abroad what it wanted without limiting 
its purchases by consideration of the amount of foreign exchange 
which would become avaibblc to it as a result of its exports The 
reasoning was that if woild trade were to expand the cmpliasis 
must be placed upon buying rather tlian upon selling For the world 
asawholc exports and imports will automatically balance because 
a purchase by anvone means a sale by somebody else One of the 
principal d flicultics in the past has been that worry about acquiring 
the means of pj)mcnt has caused nations to limit their purcliascs 
abroad 
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It was necessary to set a limit somewhere to the amount which a 
given nation might buy by such booh entnes since otherwise its 
credit would eventually suffer »n the countries that supplied it, or 
the cleanng agency might become merely a scheme for permitting 
some nations to live on the chanty of others Keyntt recognized that 
m the long run the account of any single nation must be balanced 
He suggested relatively large quotas however, m order to stimulate 
confidence and set the world trading system going amid the dif 
ficulties and uncertainties which would succeed the war In essence, 
the quota was similar to a bank credit which might be established in 
favor of an individual depositor 

■What n as to prevent a nation from ahausting its quota and then 
facing a sudden collapse in its means of payment^ Tins could hap- 
pen only if the value of its imports exceeded the value of its exports 
for a considerable penod Such an outcome might indicate that the 
exchange value of its cuneocy had been set too high The neces- 
sary remedy would then be to allow it to depreciate its exchange If 
the system were to work, however, this remedy could be permitted 
only if other remedial action of a desirable nature could not be» 
taken, since the purpose of the whole plan was to stabilize exchanges 
and avoid their competitive depreciation 

Under the gold standard, what happened when a country had ex 
hausted its means of payment for imports, and did not depreciate 
the gold value of its exchange, was that it had to buy less or sell more 
or do both If it bought less, it both reduced the amount of goods 
available for its population and exerted a depressing influence on 
world trade It could sell more only by reducing the prices of its ex 
ports, and this usually meant a reduction in its internal prices and 
wages Thus, the pressure of the gold standard on a deficit country 
was exerted m a defiationary direction, both as regards its foreign 
transactions and as regards its internal economy 
There is theoretically, however, another possible remedy That is 
for the nation or nations having a surplus in their international ac 
counts to buy more abroad, and thus supply more exchange to the 
deficit countnes Such a course wtiuld obviously be preferable to the 
deflationary one, not only from the point of view of the nations hav 
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mg deficits, but for the purpose of expanding world trade The 
Kej-nes plan therefore su^ested tfiat when there was danger of a 
deficit country’s exhausting its quota, the clearing union exert 
pressure on the countries walh surpluses to balance their foreign 
pajTUcnts Exccssnesurpluseswcretobemadesubiect to fines The 
surplus countnes might adopt a number of policies which would 
benefit world trade as a wthole and relieve pressure on the deficit 
countries They might for instance, encourage imports by reducing 
tariffs They might enlarge the demand of their populations for im 
ported goods by establishing full emploj-ment and thus increasing 
the national income Or they might help to increase production 
throughout the world by enlarging their foreign imcstments The 
tnnsfer of capital abroad in this case would offer additional means 
of p3)Tnent to the deficit countnes 

The ^VhIte plan was built upon the exchange stabilization that 
had been practiced before the w^r It was far less imaginative than 
the Keynes plan m reaching out for the fundamental causes of dif 
ficulty, and offered no promise of doing an)ihing more than keeiv 
' mg exchanges steady for short terms pending the adoption of more 
fundamental measures to rectify any long-continued bek of balance 
in international p3)'ments It proposed, instead of an international 
clearing union a stabilization fund to which the several nations 
would conlnbutc gold and currency Tlie size of the contnbutions 
was to be set with some relation to the resources severally available 
This fund was to be used m such a way as to counterbabnee 
temporary disparities between the supply of. and the demand for, 
the various currencies 

After much discussion of these two pbns and conferences among 
the financal expats the fiiul draft of Bretton Woods was adopted 
It follows the Wliite proposal in setting up an International 
Monetary Fund but makes some concessions to the British point of 
view as represented in the Kejnes plan Nations having deficits in 
their international accounts can draw on the Fund to the extent 
of their contnbutions to it, winch arc to be made in the form of 
gold and llicir own currencies llie quotas thus set arc much 
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smaller than under the Keynes plan The fact that a country can 
acquire a certain amount of ability to piy its foreign debts, in excess 
of that arising from its own exports, by paying its oivn currency into 
the Fund amounts to a credit extended to it on international ac 
count 

This plan, like that suggested by Lord Ke^mes visualizes the pos- 
sibility that a deficit country might eventually have to depreciate its 
exchange It can do so within a limit of lo per cent, on its own 
initiatne Permissionof the international governing body, however, 
IS to be required for a larger deprecialton, and this permission can 
not be granted before other measures ate tned 
The chief means of remedying a deficiency of purchasing power 
on the part of the nations having insuffiacnt foreign exchange is, 
under this plan, somewhat different from that winch notmall/ 
would occur under the gold standard The cunency of any country, 
which, by developing a surplus of incoming payments, creates a 
scarcity of its money for the use of other countries, can be de 
clared “scarce” by the governors of the Fund In this event the 
scarce currency can be rationed by the Fund among those of its 
members who need it, and they can restrict their purchases from 
the country m question in accordance with the amount of the scarce 
Currency available to them 

Before the war, when a currency became scarce, the nations which 
needed it m order to purchase abroad might for a while continue to 
go into debt through bek of rt, and so further endanger their 
liquidity The ultimate outcome, however, was sure to be enforced 
restnction of purchases ftom the nation which did not buy or lend 
enough The only apparent difference between the Bretton Woods 
device and what would nonrully happen, therefore, is that under it 
the restnction of purchases might be inaugurated promptly enough 
to a\ Old hopelessly imbabnced payments, and might be made in a 
pbnful way under international agreement Even tins procedure is 
almost exactly the same 35 that employed b} the sterling area during 
the war Among the countries belonging to it, the scarce currencies 
were not avaibble for expenditure according to the w ish of the 



142 America’s Stake in Britain's Future 

individual nations, but were pooled and allotted according to 
schedules of w’ar pnorities In this way they were made to go as far 
as possible m sen mg the most essential needs 
What lies behind the words of the scaree-cuirency clause, there- 
fore, 15 an implicit concession by the United States that the joint 
exchange control of the sterling area — or any similar group of na 
tions — may be continued or revived after the war, m spite of any 
promise to avoid discriminatory practices, if dollars then remain or 
become scarce This was a concession to the British need for some 
defense against the consequences of a long-continued Amcncan ex 
port surplus Something slightly more constructive is also implied 
Formal international action decbnng a currency "scarce” might 
exert some pressure on a surplus nation to supply more of its 
currency For notice would be served upon it m advance that, if it 
did not do so, its exports would be restricted 
Tlie United Slates will probably be the only important nation 
after the war whose currency may b^me scarce, just as it was before 
the war If threatened by loss of exports because other nations do 
not have enough dollars to buy as much in this country as before, the 
United States might make more doibn available to the Fund, that 
u It would make what would amount to a loan to the other coun- 
tries in question Tins however, would be a temporumg measure 
and might easily be of doubtful wisdom The sounder possibilities 
would be exactly the same as under the Kcjtics plan Tim country 
might increase its purchases abroad through reducing its tariffs or 
cnbrging Us national income by a fuH-employment policy It might 
decrease Us exports if these were being stimulated by subsidies Or 
it might increase Us foreign investment m productive facilities Any 
or all of these measures would help to expand world trade and to 
maintain standards of living lU the deficit countries 
llie Bretfon Woods plan pledges the participating nations to 
forego competitive exchange depreciation and to avoid dismmina 
tory practices, with the exception of those authorized under the 
scarcc-currcncy principle 'Fhc intention is that all nations shall 
work under it toward the ideab of multilateral trading Tlie nations, 
however, arc to be allowed exemption from this restriction for the 
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transihonal penod of fiN-e jcars, dunng which some of them at least 
will ha\e to adopt special measmes to recover from the disloca 
tions of the war 

The Bretton Woods draft sopplementcd the Monetary Fund by a 
proposal for an International Bank for Reconstruction and Dei clop- 
ment The purpose of this Bank is to facilitate a revival of inter 
national investment Its capital is to be contnbuted by the partici 
pating nations according to quotas set by the conference It can 
make loans in any part of the world for productive purposes, or 
may guarantee such loans made by others It can not, however, 
make loans from its own resources in cases where the prospective 
borrowers are able to obtain the money from pnvate lenders on 
‘reasonable terms All loans made or guaranteed by it are to be 
backed dollar for dolbr by its capital which is set at lo ooo ooo ocxj 
dollan This amount therefore will limit its possible effectiveness, 
unless the capital should be loaeased or the regulabons changed 
The proposal for this Internationa) Investment Bank looks in the 
direction of expanding world trade It also offers an instrumentality 
for encouraging the foreign investment which may be necessary to 
balance international accounts and so to relieve strains that other 
wise might prove to be too heavy for the Monetary Fund In a sense, 
therefore, it is a necessary companion to the Fund Just as it is 
probable that dollar exchange may become scarce it is also prob- 
able that the United States will for some jears be almost the only 
nation wath a surplus of capital available for investment abroad 
The Bank can stimulate such investments, and by so doing help 
to rehev e the shortage of dolbis The advantage of this arrangement 
to American investors would be that their loans would be guaranteed 
by an international governmental agency and would m case of de- 
fault be made good out of funds contnbuted by all the participating 
nation? 

Under the plan proposed the Bank miglit not be able to canv on 
AwV*mri*ivjnxi' rnves*rr«if oir rihf Oacircr ur to the extent lequirea’ 6y 
(he situation As wathm a national cconomv, there are likely to be 
possibilities for development which would be perfectly sound 
financull) and would benefit everybody concerned and >ct would 
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not be made by pm-ate investon on terms which it would be possible 
for the borrowers to pay The limits of the Bank’s capacity to lend or 
to guarantee loans are small in relation to the probable need It has 
been argued in support of the plan that it would be well to begin as 
conservatively as possible and then to enlarge the scope of the in- 
stitution after it has established confidence in its ability and 
solvency, and as the need develops It is also possible that a public 
institution of this kind would blaze the tnil for lending institutions 
set up by single govcmmcnls, like the Export Import Bank in the 
United States, or for private investors who would not need its 
guarantees 

It should be noted that, in the past, the Export Import Bank has 
usually made loans to foreign countries only with the understand 
ing that the proceeds be spent for American goods, its explicit pur 
pose was to use American capital to push Amencan exports Such a 
practice was |ust as discriminatory, and just as much an interference 
with free multilateral trade, as were British or German bnateral 
trade or cleanng agreements, which it is the evident intention of the 
United States to outlaw in the future The great advantage of an 
International Bank in promoting the free competition which the 
United States officially favors is that its loans would presumably not 
be ‘ tied ’ in this way 

Thus China, let us say, might borrow through the bank funds 
originating in the United States and spend them for machinery 
made in England What, it may be asked, would be the advantage 
of such a procedure in the United States? This is exactly the same 
sort of question the Bntish ask when they inquire why they should 
buy Argentine beef, only to have Argentina spend the proceeds for 
Amencan automobiles In both cases the restrictive remedy is an 
exclusive dicker between tbe two nations concerned In both cases 
the answer of the advoate of multibteral trade is that all nations 
will eventually gain more if available money is spent where it can 
buy the most and best at the lowest pnee Thus, m the instances in 
question, the United States might put up the money, China might 
use it to buy British machinery. Britain might use the money so 
gamed to buy Argentine beef, and Argentina might round the circle 
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by buying American automobiles with the proceeds Each nation 
V. ould buy v-hat it really wanted where it could buy that product to 
the best advantage 

R^rdless of the detailed provisions, which may be amended 
from time to tune or changed altogether, the mam significance of 
the proposals for the Bank and the Fund lies tn the fact that they 
embody what is intended to be a working compromise between 
the foreign trade doctrine of the United States and that of Great 
Bntam In the draft agreement Britain surrendered the right to use 
the discriminatory practices that would be essential if she were to 
build up a separate trading area in an attempt to insulate heiself 
against the Amencan economy She did this at least for the long 
tun, by promising to forego such practices after the transitional 
penod The United States, lo return, conceded the nghl of Britain 
to esetose certain bnds of discnmination’ dunng the first five 
jean, agreed to permit hmited flexibility in the exchange values of 
cunencies within the framework of stabilization and under inter 
national control, and evinced at least an eJemenbry recognition of 
the Bntish belief that a healthy and balanced world trade cannot be 
achieved merefy by the removal of bamers, but requires also 
measures that will promote expansion, such as an increase of invest 
ment in productive undertakings and an enlargement of imports on 
the part of any nation which mamtams an export surplus of 
sufficient importance to exert a downward pressure on the cunencies 
of other nabons 

Such 3 compromise naturally does not sabsfy either the conserva 
hve extremists m the United States or Hie extreme advocates of in 
sulation against our economy in Bntam Those m Amenca who still 
adhere to classical doctnne believe that the mam requisite is inter 
nabonal freedom of trade on a multilateral basis and that, once this 
is established it will be possible lo go back to the gold standard 
Thej distrust all departures which would substitute any degree of 
intemabonal planning or consaous pohqi maliq^ Sot the avto- 
mabc” adjustments that the gold standard is supposed to effectuate 

If a defiat developed in the mtemationai accounts of Bntam and 
as a consequence the exchange value of sterling tended to fall they 

L 
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V. ould irie to see Bntain refuse to allow her cunency to deprecuf c, 
and remedy the lack of balance in her mtemational pa)Tncnts bv 
permitting deflation and uncmploj-mcnt at home This, according 
to the classical theory, must be the result of losing gold to meet a 
deficit m exchange pa)-mcnts A slinnking gold rescr>e means that 
the banks adhering to a ngid gold standard cannot distnTJute so 
much currency and credit, this in turn i$ supposed to check business 
activih and to cause a surplus of supply over demand in the markets 
for labor and capital which W'lll lead to a reduction of w-ages and 
prices Then, it is suppioscd, foreigners will find it cheaper to buy 
what they want in the nation in question. lU cxpiorts will be tn 
creased while its imports fall and equilibrium will be restored m 
the exchange wlue of its currency This outcome will m turn put a 
brake on the deflationary forces 

If. on the other hand, the nation suffenng a defiat in its interna 
tional payments attempts to combat such a deflationary mfiuente 
by keeping up its pnees and employment's Lord Keynes and the 
Bntish government now intend to do—the cbssicists hold that the 
pressure on the exchange value of its cunency cannot be removed 
unless It devalues its money The Ameneans who obiect to the 
Keynes policy do not want to support that policy in England 
through any exchange agreement by which American credit would 
be used to bulwark sterling in such circumstances To the Bntish 
retort that an equally good remedy, even under the old theory of the 
gold standard would be for the nation which had a surplus of ex 
change to maintain full employment so that it could buy more, the 
Ameneans in question would reply Out they do not approve of the 
Key-nes fiscal policy in the United States either 

An editorial wnlci m the New York T imes expressed this point of 
view in commenting on the Bntish White Paper on Employment 
Policy "The British proposals," he wrote, ‘ imply a policy of cheap 
money, currency expansion, and defiat spending, all of which must 
endanger any previously established panty for the British pound 
staling" Me asked whether other lutiom partiapating m the Fund 
"can be expected to umlcrwiile such plans and in cllect to support 
such domestic policies " No doubt tho wnlct was thinking ipcafi 
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cally of the clause jn the Bretton Woods agreement which sanctions 
changes in exchange rates necessary to correct ‘ fundamental dis 
equilibrium,” defines lack of liquidity arising from full emplojment 
policies of a member nation as “fundamental disequilibrium,” and 
specifies that no objection shall be raised to a proposed change m 
exchange rates ‘ because of the domestic social or political policies 
of the membet proposing the change " (Article LV, Section 5, (f)] 
The suggestion that Britain ought to be obliged to undergo defla 
tion in order to maintain the exchange value of its currency is in 
dignantly rejected by British opinion of all varieties Tliere is too 
vivid a memory of the decline in export mdustnes occurring between 
the wars, when Britain returned to the gold standard at what is now 
regarded as too high a panty Any British leader foolhardy enough 
to suggest a repetition of this experience would suffer political 
echpse, if for no other reason than that it would make impossible of 
achievement most of the reconstruction plans to winch all are com 
mitted 

It particularly infunates Englishmen when such a suggestion 
comes from the United States This looks like an attempt on the 
part of.Amencans to dictate the mlemal policy of Great Britain 
And it assumes a superior economic wisdom on the part of Citizens 
ofa nation which handled its economic affairs so recklessly after the 
last war as to plunge Bntain and the rest of the world into depres 
Sion Bland effrontery could, it would appear, go no further Amen 
cans who oppose plans like the cleanng union or the monetary fund 
because they would prefer that BnUin return to the gold standard 
and surrender her pledge of full employment ignore the fact that 
this IS not the altcmatne Bntain will under no circumstances lein 
state the gold standard She will dcprccute or discnminate as much 
as she may please, if no international agreement can be reached 
which seems to offer ha another escape from unemployment If 
Bretton Woods docs not provide this escape, she will witlidraw 
from the orgjnczstton, as she has the njgfif to do 

The more extreme British advocates of economic independence 
dislike the proposal for an mfcmational monetary fund evolved at 
Bretton Woods because they Ihmk it tics their nation too closely to 
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something like the gold standard They wish to have the power to 
depreciate their currency, if they believe it wise to do so, without 
obtaining the consent of an international body in which a brge 
power would be exercised by a nation from which such sentiments 
have been heard They do not relish the promise to embrace mem 
bership in a worldwide multilateial trading system including a 
nation which they expect will exert a defiationaiy influence, either 
by design or by blunder They arc convinced that the United States 
will have another great depression, and they do not wish to waste 
time in futile cooperative gestures, but rather to set about the task of 
insulating themselves from it without further ado 

It IS argued by British supporters of the Brctlon Woods draft 
agreement that nothing in it speciflcally forbids the long term buy 
ing arrangements which are advocated as a means of insunng the 
British supplies of food and nw materials from abroad, and of mak 
ing sure that they would be paid for by exports of British goods to 
the countiies of supply Whether or not the argument « well taken, 
agreements of this kind would certainly violate the spint of an en 
gagement to return to multilateni freedom of trade Moreover, the 
Bretton Woods draft specifically outlaws the continuance of ex 
change control after the five)ear transitional period But bilateral 
purchasing agreements cannot be expected to operate well without 
the machinery for exchange clearing which accompanied them be- 
fore the war The new proposals oBer a substitute for this machinery 
only on a multilateral scale, which would not suffice to balance pay 
ments between two particular nations 
British advocates of the mlcmalional plan which was agreed upon 
at Bretton Woods point out that it would allow Britain to depreciate 
her currency if the necessity should arise, and would do so in such 
a way as to protect her against the retaliation that would follow vf 
there were no general agreement on the rules covenng such action 
Before the war, if one country depreciated its exchange in order to 
gam advantage m the competition for exports, other nations might 
be expected to restore their competitivre position by following its 
example Offsetting measures of other kinds were also open to them 
Tlie United States did, as a nutter of fact, devalue the dollar after 
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Britain v.ent o5 the gold standard, although Englishmen believed 
that oien-aluahon of the pound m lelahon to the dollar was one of 
the chief causes of their difficulty If in the future, however, the 
exchange value of the pound were to be reduced by consent of the 
governing body of an exchange stabilizatian orgamration under 
which no nabon could depreciate its cunency without permission, 
compebbon of this sort would be eliminated 

No influential school of economic thought holds that exchange 
depreoabon is desirable, except as a possible measure to remedy a 
lack of balance m payments which cannot be obviated m any other 
way Even if Bntam should stnvc to insulate herself against the 
Amcncan economy through the creabon of a separate trading area, 
exchange values would be stabflixed within this area Both those 
leaders of Bnbsh thought who favor the Intemahonal Monetary 
Fund and those who oppose it agree that the basic requirement for 
stability m exchanges would be an economic policy on the part of 
the United States which would lead to a balancing of exports with 
imports, and so would avoid any scarcity of dollars in the w oild mat 
Icets In mauitaining such a babnee of payments, sound and produc* 
tive foreign investments an the part of the United States are not, of 
course, excluded 

Any assurance that the United Sbtes mB follow a policy of bal 
anang its trade is bcking m the Bretton Woods agreement as well 
as m any other Amencan commitment The Bntish opponents of 
mnltibteral trading are left free to a^c that an Amencan depres- 
sion IS m prospect, that the United States is not likely to maintain 
full employment at home, and that as a consequence this country 
will be almost certain to seek to export its unemployment by mam 
taming an export surplus of goods The Bntish advocates of co- 
operation with the United States are left in a weak position by 
bek of ability to show that such an outcome is impro^fate TTiey 
must argue that on grounds of longterm policy Bntam ought to 
take the chance Their opponents believe that the chance is too 
great, and that the consequences of an unlucky gamble would be 
disastrous 

As economic theorists m both nations have demdnstrated, neither 
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the gold standard noranyde\ice»h«ch maj besubshtutedforit can 
avoid monctar} diSculties unless the two chief trading nabons pur 
sue substantially the same economic and fiscal poliaes Any agree 
ment on exchange stabilization is certain to break down in the 
long run if, while Bntam is committed to full cmplo)ment, the 
United States suFers defiation Economic cooperabon between 
them cannot continue unless the> both unite m choosing one of 
two fairl) clear altemabves The fine is that suggested uy the New 
York Times — that the% permit deflation to do its work and rely orJ 
the "automatic economic forces postulated by the cbssical theoncs 
to restore equflibnum The second is that they both espouse the 
program of maintaining full employment by pbnncd expansion 
and stabilization of spending and investment 

Responsible leaden in both connfnes recognize the danger that 
an economic spirt may occur and see that it would be extremely dan* 
gerous to both But the future may not be entirely under tbor con- 
trol No iTutterwhat agreements they may reach with each other, if 
a slump in the United States should bring unemployment and a low 
standard of living to the Bntuh people, Pailiament would not be 
hkely to support their view Apprehension of an American slump is 
deep and widesp-ead [f the event should bear out the fear prevail* 
mg Bntuh opinion would almost certainly hold that the rest of the 
world must be organized to icsut Amencan economic infection, |u5t 
as during the war the rest of the world was organized to resist Cei 
man military domirution. 
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So far Be have beeri djjcussing the more general aspects of eco- 
ROmtc policy liie eirplovment. imestment, and monetary control 
There are, however, certain specific points at which fnction between 
the United States and Great Britain is hlely to generate a maximum 
amount of heat, if they pursue opposite courses These points can 
readily he identified We may take a few of them as ma]ot examples 
One IS food, of which Bntam is on balance a consumer and the 
United States a producer Producers and consumers are necessary to 
each other, but if harmony between them is to exist, they must teach 
a satisfactory bargain on pnees and quantities Fnction of a some 
what different kind has ansen m the areas of civil aviation and ship- 
ping In these areas, though the attzens of both nations are of 
course consumers, they both have an excess capacity which they 
wish to sell for the service of others FinaHy, w e ha% e cases like those 
of rubber and petroleum, m which thac is likely to be nsalty over 
the control of natural resources and then equitable distnTiulion 

The food problem was the first one to be attacked by those at 
templing intemational postwar plannmg The spmt m which the 
attempt was made was extremely fat sighted, because narrow na 
tional interests were subordinated to the needs of the people of the 
world as consumers. Adequate nutnbon was placed in the fore 
ground rather than differences between limited groups or natiom 
having specul interests 

The International Food Conference at Warm Spnngs, Virginia, 
occurred m a world whose articubte upper strata were more con 
cemed than for jears wath the problem of getting enough to cat 
E%cn in the United States, the best fed country m the world, house 
wmes were conlnnng how to stretch their red and blue coupons 

Isl 
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around the weekly menu, i£ indeed meat, butter, e^, potatoes, and 
fresh vegetables were momentarily available at all Black markets 
and ceiling prices were in the headlines daily, while strikes multiplied 
because of a rising cost of bving caused almost exclusively by m 
creases in food puces 

People generally accepted this situation as an accompaniment of 
war without having any clear idea as to its causes Yet m what sense 
did the war affect our food^ No enemy devastated our food growing 
regions Nor did war cut off important sources of supply from abroad, 
or even dimmish them, with the exception of a few items relatively 
unimportant in an adequate diet, such as coffee and bananas In 
general, we are a food-exporting nation, and the main effect of the 
hosbiities was to make it difficult to export as much as usual We 
were, to be sure, helping to feed our allies, but Bntain ate less than 
in peace and raised more, and it was a physical impossibility to ship 
enough to Russia or China to make much of a hole in our stocks 
lend Lease dunng the war m Europe look no brger percentage of 
what we raised than the exports of a nermal peacetime yeat Mean- 
while, in iq^2 we raued neatly a quarter more food than usual . 

Far from hqvmg a diminished supply of food, we had an increased 
supply What the war did was to enlarge the demand, not so much 
to feed foreigners as to feed American citizens The army and navy 
bought large quantities, but only to siistam in good health men and 
women who always were dependent on the produce of Amenan 
farmers It is true that the military accumulated surplus stocks, but 
there is a limit to this process cxcqit in the foods that will keep 
indefinitely Wage earners were at last fully employed at decent 
wages They were buying more and better food than they had pre- 
viously been able to afford What aeated the shortage in the market 
was mainly the fact that for the fiist time m years millions of out 
fclIow-citizens were getting enough to cat 

The dramatic implications of this fact of our daily experience 
were almost beyond calculation During the depression we used to 
talk of the paradox of want in the midst of plenty There was want, 
all right, much more of it than m wartime But there was not plenty, 
in the sense of too many farms and too many farmcn, except po^ 
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sibly in Ihe case of a fen products like wheat What did exist were 
martet surpluses impossible to sell, at prices that would bnng a 
hving to farmers, to a world impovenshed by unemplojment But 
if we had then been forced to share what food there was as nearly 
equitably as we did later the lahonmg of the scarcCT foods would 
have made our wartime tables seem like groaning boards 

If this was true m the United States, think of the situation in the 
many other countnes where standards of life arc lower, where nutri- 
tion is less adequate than here even in normal times and where the 
war brought catastrophic decrease of production Think of the sig 
nificance of this shortage to postwar planning And ponder for a 
moment the inescapable conclusion that what we are used to calhng 
the farm problem is not really a farm problem at all, m the sense 
that It an be solved by remedial measures directed at the agncuh 
tural regions It is rather a problem of incrasing the purchasing 
power of the consumers of farm products, of cleanng the pathways 
of distiibution, and of Ending out how to produce more and better 
food more economially 

The International Food Conference had on its agenda the most 
basic need of the most fundamental of the four freedoms — freedom 
from want You would not have known this from anything the news- 
papers or the more voal congressmen said about it m advance You 
would have thought that it was some kind of dark conspiracy of 
wicked diplomats, aimed pnncipally at violating freedom of the 
press by seeking to maintain some pnvacy for its pieliminaiy discus- 
sions The columns devoted to the greedy clutching for ' news” on 
the part of the lords of the press — news apparently being conceived 
pnncipally as exploitation of the conflicts that were expected to 
del elop— took the place of the real news which a more imaginative 
press might have pnntcd to flluminale the immensely important 
background of a conference of this kind 

The conference was not composed of diplomats, or of representa 
ti\ cs wnth pow ct to commit their respective gov emments to an j-thmg 
at all It was composed of able experts, and was exploratory m na 
turc It was expected to lay down die fundamentals of the problem, 
and on that basis to make lecommendations to the forty fobt na 
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tions participating The action to be recommended was to be cat 
ned out partly by prospcctnc mtemational agencies, but mainly by 
the several nations, each within itselt This expectation was hand 
somely fulfilled The conclusions of the conference hit straight at 
the heart, not only of the specific problem set before it, but of the 
central problem of building a world economy that could justify call 
ing the international confiicl a people’s war If its successors do half 
as good a job, the United Nations nuy endure as the organizer of 
peace and plenty 

Tlie section on distribution for instance, began by pointing out 
that freedom from want cannot be achieved without freedom from 
fear” This is true in a concrete and tangible waj, because fear of 
aggression has caused wasteful employment of men and materials 
and has raised bamen to international trade 'Therefore collective 
secunty is a condition precedent of all else 

Next was emphasized the dependence of agriculture on full em 
ployment in industry An expanding economy must be achieved if 
food IS to be plentifully raised and distnbuted ' Expansion of in 
dustry on a sound basis in undeveloped and other areas and equality 
of access to materials and power are indispensable to any compre 
hensive pbn for advancing agnculture” 'This basic point was one 
which our farm blocs and even our New Deal failed fully to under 
stand 

Only after establishing these pnnciplcs did the section on distn 
bution go on to consider such relatively technical matters as the 
restrictions on trade, the need for equilibrium in international bal 
anccs of pajments, the management of cuncncics and exchange, 
and mtemational measures to stabilize commodity markets 

Tlie entire program was oriented about the inadequate nutrition 
which we know, according to modem scientific standards, exists 
throughout the world — m the UmledStatesas wellas in other coun 
tries, and in peace as w ell as in war *010 report presented these facts 
in considerable detail and called for more investigation of the sub- 
ject It rccommcndetl not only inlcnulional measures, but the ac 
ccptancc by each government of the responsibility to improve the 
diet of Its own citizens by such iiutrumentahtics as social secunty, 
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"direct action to male protechve foods available free or at low pnccs 
to groups with inadequate diets," specul measures for "pregnant 
women, nursing mothers, infants, children, aged persons and those 
with low pay ” All this to accompany deanng the channels of distn 
bubon, and encouraging the production of those foods which are 
adapted to the soil and climate of each country 
The need for better diet may be dlustiated by the situation m the 
Latin Aroencan countnes, where the deficiency of nutrition is espe 
cially striking because most of them are exporters of food According 
to experts of the League of Nations, the consumption of milk and 
meat is extremely low in all these nations with the exception of Ar 
gentina, Uruguay, and Paraguay None of them consumes enough 
butter There is a marked lack of fruits and fresh green vegetables 
m the Latin American diet Though the figures are far from com 
plete or representative, being based m some cases on total produc 
tion or exports rather than on domestic consumption, the following 
table indicates a startlingly low standard of nutntion in Latin Amer 
tea It reveals the percentage by which Latin Amenca (excluding 
A^entma] falls short of the standard existing on the average in Eu> 
Topcan and North American countnes, plus Argentina 

Proteefne Foods Energy Foods 


Butter 


Sweet potatoes 

-S5 6% 

Eggs 

~^66% 

on 

—767% 

Vegetables 

— 73 - 1 % 

Potatoes 

- 68 ^% 

Cheese 

—770% 

Wheat 

— 54 - 4 % 

Milk 

—570% 

Sugar 

- 45 °% 

Fruit 

—50 i 7 p 


NVliilc the Latin 

American nations thus rank far below 

the more 


highly industrialized regions, they probably stand above India, 
China, and other parts of Asia, especially if the famine )caf5 are 
taken into consideration And it must be remembered that there is 
still a large margin for improvement of diet even in the most ad 
vanced countries, as the war cxpcnencc of Britain and the United 
States has demonstrated 
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If adequate nutrition w ere achieved, the burden of farm surpluses 
nhich has caused so much hardship to the producers over the past 
decade would largcl) disappear ‘To provide the food needs of 
mankind will require a vast increase in food production in every 
land ” Indeed, the production section of the conference concluded 
that nonfood products of agnculture as well will have to be ex 
panded if the gap is to be tunowed between the consumption 
standards of the highly industnaliaed regions of the world and the 
others, suchas China, India, and South America 

The report did not stop with general recommendations such as 
these It called for an interim commission, to be set up immediately 
by the several governments, each sending a delegate, which would 
lay the plans fora permanent body to be called the United Nations 
Food and Agnculture Organization These pbns have now been 
completed It also recommended emergency action during the war 
and m the liberated tegioru 

It will be seen that the conference did not plan to “pve away a 
quart of milk a day to every Hotlentol,” but rather to bnng about 
increased production and sales of food to those who need it, as a 
responsibilit) of each nation to its own people Nevertheless, it ac- 
knowledged that undemulnlion may penist for a long time in 
some countries engaged in developing their own agnculture and in- 
dustry but not jet able to produce either enough food for themselves 
or possessed of the means to acquire adequate amounts abroad " In 
such cases a part of world food supplies might be used to supplement 
the rutional distrfbution by such countries But distinction should 
be made between famine conditions and general food inadequacy 
“ \Vhatcv er is done in the latlcr case should be so handled as to as- 
sist the countries concerned in the long term development of their 
own lutuial resources " 

The pnnapal controversy which was expected to develop at the 
conference was bid on the shelf for future action For many jean 
the food-exporting rutions havebeen tT)ing to restrict output in the 
interest of higher prices, while the food importing nations have been 
concerned with getting brger supplies It was foreseen, howtver, 
that dunng the war and immediately after it the demand for food 
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would so greatly exceed the supply that the issue W’as not hlely to 
arise m practical form, and could be left to the permanent organiza- 
tion 

Neiertheless it is interesting to compare the suggestions made on 
this point For some time Amencan spokesmen hasT been proraot 
mg mlemational commodity agreements A draft of a wheat agree- 
ment to take effect after the war has alrcadj been prepared, though 
not ratified This plan takes its cue from the limitation procedures 
adopted wthin the United Stales dunng the depression It aims to 
maintain a pnce considered fair to the producers, to limit produc- 
tion to the amount which can he sold at that pnce, and to allocate 
the international market among the \-anous producing nations The 
Bntish, on the other hand, disapproie of such pnce valorization 
schemes for food, which are exactly like the monopolistic practices 
of cartels, at least in pnnaple They proposed, as a substitute, the 
idea of ‘ buffer stocks,” which would aim not at maintaining what 
they regard as an ‘'artificial pnce ' but at stabilizing the market as 
between good and bad crop years The ob)ecti\e here would be to 
sell over a penod of yean all that could be produced, at whateier 
pnce it might command m the market, provided the effect of ab- 
normal weather conditions were eliminated This purpose would be 
accomplished by buying and stonng surplus stocks in good crop 
years and selling them in poor years — ^an international '*e%er normal 
granary" as first suggested by Henry A Wallace, but uncomplicated 
by any idea of panty prices 

There IS here a real conBict of interest which miy be expected to 
cause trouble m the future, if economic circumstances should be 
the same as in prewar days But if the mam recommendations of the 
conference arc earned out, and an ctpanding world economy is as 
suicd thesituationmightbcsoiliffercntastoerasethecontroNCRy 

It was never possible to tell whether there was a real surplus of 
wheat in rebfion to people’s need for food as Jong as aJ? consumen 
did not have enough money to buy bread What vv c had was meiclv 
a market surplus But when and if the purchasing power of the 
consumers is assured, it will be possible to ascertain whether the 
farmers arc growing more food than the public washes to consume. 
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It will be particularly possible to dosouith a commodity liVe wheal, 
the per capita consumption of which has a tendency to fall when 
standards of li\ mg rise above a certain point, simply because people 
turn to more expensive foods Against the background of an econ 
omy of abundance, then, a genuine overproduction of wheat may 
arise, and it may make good economic sense to turn land and labor 
into the production of something else for which there is a greater 
demand 

It must be added, too, that Bnitsh interests are not alw'ays or en > 
tirely on the side of consumers And the British and the Amencans 
have a common responsibility for too high a valorization of sugar 
prices, which condemns millions in the West Indies to work for 
commercial sugar growers when they should be raising their own 
food Sugar, by the way, is one of the commodities which the world 
IS likely to consume too freely for a babneed diet, since it often acts 
as a substitute energy producer for mote valuable protective foods. 

Though the United States has been m the past a food exporting 
nation, it is now fat from being the largest source of supply for the 
United Kingdom Of Britain's total imports of grain and flour in 
* 937 . this country supplied only 36 pet cent Argentina furnished 
29 per cent, Canada was a dose second with 27^ per cent, and Au^ 
tralia was third with 1 5.4 pet cent Tlic United Kingdom in that 
year bought only 2 9 per cent of its meat in the United States and 
obtained the lion s share from Argentina. New Zeabnd, and Aus- 
tralia Dairy products were imported mainly from New Zealand and 
Denmark It would obviously be embarrassing to Bntain if a conflict 
of interest arose between llic countries supplying her food staples 
and herself, because some of the mote important ones are witliin the 
British Commonwealth 

Her delegates probably advocated the pnnciple of relatively free 
markets in this conference because tlic basic assumption was that 
there must be an expanding world economy, and Britain's power to 
purchase abroad would be safcgiurdcd in such an economy If, how 
ever, the policy of the United States were detrimental to general 
economic expansion and in addition we strove to drive too hard a 
bargain in the sale of our surplus grains and meat, Bntain could 
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without much difficulty dispense with our contnbution to her food 
supplies and maVe long term purchase agreements with the Domm 
ions and Argentina The United Kingdom could easily insulate her 
self against the Amencan economy as far as food is concerned 

At the Chicago Aviation Conference the problem of adjusting 
American with Bntish interests m civil aviation was approached m 
a much nanower fashion than that of food had been at Warm 
Springs The necessities of individual consumers were not placed in 
the foreground because aviation is still in its infancy and relatnelv 
few now mate use of air passenger or freight facilities The principal 
interests considered were those of the nations or companies which 
expect to gain advantage by serving thepofcntul future demand, re 
garded as a market Airlines and manufacturers of planes were eager 
to obtain favorable positions for growth m an expanding industry 
Nations were careful to protect their strategic stakes m a field of 
first importance in war and of high prestige in peace To Britain m 
particular, control of ait power might be important m knitting to- 
gether the Empire, serving any future exclusive trading area, and 
making up m some degree for the loss of foreign revenue anticipated 
m shipping services 

The problem was of a new sort and conbincd many complexities 
Alt transport is unlike transportation over railroads or highways be 
cause it docs not imohe the building maintenance, or ownership 
of an expensive right of way Anyone with a pbne can go anywhere 
through the air, as far as meteorological conditions permit, unless 
some government with police power stops him from doing so In 
tins respect aviation is more like shipping, since any seaworthy ship 
can sail the high seas In one important respect, however, it differs 
from sea transport Ports for ocean shipping are usually at or near 
the external boundaries of nations, where gov cmmental control can 
‘ readily be exercised An important airport, however may be farm 
(he wtenor, so that a foreign plane -cannot reach it without flying 
over the soil of another nation Indeed a plane may land at many 
places not designed for terminal purposes at all, provided it has a 
reason for doing so It may have a very good reason indeed if it gets 
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into trouble, and }et nations conccmed about possible attack from 
the air are not eager to have foreign planes landing all over them 
without any regulation 

Unrestncted free trade m the air on the basis of compctitu c pn 
late enterprise was obviously impracticable The several nations 
would be certain to impose lestnctions and regulations desired by 
themseh es If international air communication was to be des eloped, 
the nations had to come to some agreement as to the rules which 
w ould go\ cm it At the very least, these must concern safety and the 
use of airports They must also embody some measure of reciprocity 
since, although a nation might wish to resen e for itself all air trafEc 
o\er its tenitory, it could hardly debar others from its ports and at 
the same time expect to use their facilities 

The Soviet Union occupied a position at one extreme by failing 
to send any delegates to the Conference i^pparently, she did not 
want foreign planes to fly over her terntory under any circumstances, 
and was satisfied for the time being to accept what facilities she 
might be ofleted elscvshere on a nonrcciprocal basts Or perhaps she 
expected to sohe her problems of Internationa) transport by bilateral 
agreements rather than through a general international convention 
At the other extreme, a simple and radical method of cutting 
through the difficulties w^s favored by Australia and New Zealand, 
as well as by the Bntivh Labour Party This was to set up publicly 
owned international companies to handle international traffic; pre- 
sumably national ownership would prevail for domestic lines under 
this plan It was not, however, seriously considered because the 
American government was committed to pnvate enterprise, and the 
conservatively inclined British government was not eager to push 
socialization It thus came about that the debate at the Conference 
was confined mainly to the difference between the Amcncan and 
the British positions 

The Amcncan delegation favored as free as possible a field for 
competitive pnvate enterprise It proposed that all the nations agree 
to' Five Freedoms of the Air," thenct result of which would be that 
virtually no restrictions would exist except tliose necessary for safety 
and the prevention of intolerable confusion Under this plan, com 
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petition would be preserved both wilhm nabons and between them 
Planes of licensed companies would be permitted to fly over any 
temtoiy, use any pubbe airport, and land anywhere on foreign soil 
if It should be necessary to do so One plan even went so far as to 
permit companies of one country to do mtcmal transport business 
in another, under certain cucumstances Thus, an Amencan plane 
flying from New York to London might stop at Liverpool, not onlv 
to discharge passengers from New York, but to take on passengers 
for London The Amencan plan was defended on the ground that it 
offered the utmost convenience to passengers and shippers, and that 
it would promote the low rates, improve^ service, and indefinite 
growth which are the necessary accompaniments of an expanding 
world economy It was the logical parallel of the Amencan prefer 
ence for multilateral freedom of trade 

The Bnbsh proposal, as brought to the conference, was to endow 
the international regulabng authority wnth power to grant licenses 
to monopolies, assign quotas, and exeicrse a stnet control over rates 
and traffic The conception behind it was that some equitable dm 
Sion of the field would be made in order to avoid international com 
petition, whfle the comumets would be protected by regulation, as 
15 customary in both countnes in land transportation and other 
public utilities 

The outcome of the conference was a disagicemcnl, except upon 
some of the elementary ‘ freedoms of the air Little restriction was 
placed on international competition, while the United States was 
left free to encourage as much competition as it wished among 
Amencan companies In this field, therefore, rivalry for control of 
the air between the two m3)or contestants is in prospect 

Reception of this result was a striking fllustration of the diSetence 
in outlook existing in the two countnes In the United States it was 
regarded as a desirable victory for compcbtive private enterprise, 
which is supposed to lead automatically to an expanding economy 
In Bntain it was thought to be an evidence of the intention of 
Amencan business and govcmrocnl to take cv cry possible advantage 
in a struggle for gain, regardless of the eSect on international har 
monj or the welfare of other nations This view was not confined 

>1 
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to the Consen-atncs, but was shared by the political forces on the 
Left 

In order to understand this divergence it is necessary to talce into 
account several circumstances usually ovcilootcd in discussion of 
the subject m the United States Our ejes were on the danger of 
private monopoly, and our public debate had been mainly con 
cemed with the supposed advantages of competition and the en 
couragement of new enterpnsc In Britain, while there are some 
theoretical advocates of competition under bissez faire, almost no- 
body believes it ought to be practiced m public services like trans 
portation Such a functiop is delegated either to the publicly owned 
monopoly or to the nominally private company in which the gov- 
ernment has a large share of ownership and control A company of 
this sort IS known as a chosen instnimcnt ” The Conservatives wish 
to retain such arrangements, while Iheir principal opponents, the 
Labour Party, favor national ownership without private participa 
tion Doth groups ate mainly concerned, when rnlemational eco- 
nomic affairs areunder discussion, with protection of Bntish national 
interests and presenation of international harmony 

During the war, it had seemed best for military purposes that 
Bntish aircraft production be largely concentrated on fighters wliile 
American resources were devoted mote to bombers and transport 
planes Tlic latter and the men trained to operate them, are more 
suitable for civil aviation rurthcrmorc, the United States had, for 
military purposes, operated far flung transport lines and bases in 
many parts of the world while the British had less to spare for this 
purpose As far as experience, equipment, and facilities went, Amer 
lean aviation was m a position to get the jump on other nations as 
soon as the war was over 

The British believe, and with reason, that their ability to manu 
facture, mafi, and operate transport planes is by no means inferior 
to ours Out temporary supremacy u seen as an outcome of war ne- 
cessities The British, moreover, have in their Empire and depend 
cncics more widely distributed temtory over which to fly and in 
winch to maintain airports than is comprised m the United States 
If they wished to establish an exclusive monopoly of world trade in 
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the air, they wuld ha\ e better facflihes for doing so than we The 
Amencan proposal therefore looked to them a little like sajing, 
‘Give us free permission to fly anywhere we wish over >our temtoiy, 
to use It for ports, to land on it, and to profit from the traffic arising 
from it We intend to use this permission to exploit to the full the 
temporary advantage arising out of out w'ar partnership, without re 
serving for jou any of the business until you have recovered enough 
from the attack of the Cernians to establish yourselves m it ’ 

Bntish government and aviation will not humbly accept any such 
infenontv Since competition is what we want they intend to com 
pete with us wnth all their energy and ingenuity In the long run, 
they do not expect to be left behind m the race and anyone fami! 
lat with their abilitv and tenacity when roused by a challenge which 
they regard as unfair would be reluctant to predict their failure In 
the meantime, Englishmen who arc fnendly to this country and 
wuh to see close coopention between the two nations were gneved 
and disappointed that in one of the first attempts to hammer out an 
agreement so little progress was made 

Though shipping is an older and more familiar type of enterprise, 
and no specific agreement concerning its postwar regulation or allot 
ment seems to be immediately m prospect the war has created a 
somewhat similar situation m ocean traffic Income from shipping 
services provided before the war an important part of Britain s pur 
chasingpowcrforncedcdimports it was her chief invisible" export 
Merchant ships under the Bntish flag at the beginning of the wur 
totaled 17 5COO00 gross tons, 11,380000 tons were lost dunng its 
course New building purchases, and captures did not make up the 
loss Bntam was left with about 15 percent less than her prewar ton 
nage In the meantime the tonnage of ships under the United States 
flag his been approximately doubled in a heroic cflort to provide the 
transportation necessary to win the war Not all these new ships will 
be well adyted .to pesrtfx^ jaadf hut jlBjiuj 5.11 we.s.ha.U.haxpjKii' 
able 3 merchant ficet of about the same size as Britain’s instead of 
one appreciably smaller If, after the emergency is over, international 
trade is no greater than m the prewarjean, there will be a tremen 
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dous surplus of cargo space, a shipping depression, and consequent 
loss to Bntam of income from this source In such circumstances 
she could restore her former position onlj if about half our ships 
were retired from service, xoluntarfly or imoluntarily 

A similar situation existed after the First World War, and it added 
to Bntain’s difficulties on that occasion World shipping suffered a 
long depression, and unemployment became the rule m the ship- 
yards of the Clyde and the Tyne Bntuh shipping companies, how 
e\er, had certain advantages which eventually enabled them to 
weather the storm Their costs were less than ours because their 
wage levels were lower in both building and operating ships They 
had long experience in this highly specialized and complex ocoipa 
tion, they had established foreign connections, and their shipping 
was part of a web of banking, insurance, and other facilities which 
had naturally grown up m a nation dependent on foreign trade 

In the United States vested interests had aruen which wished to 
maintain as much as possible of the high wartime level of American 
ship operation Shipyards, too. though facing an inevitable shrink 
age, strove to salvage what they could Many Americans have a sen 
timental interest in the merchant manne, and wanted to see it 
prosper Since it could not do so under competition, governmental 
aid was invoked Shipping subsidies were inaugurated at the expense 
of the taxpayers and govcmmenlallmcswerc established From the 
economic point of view, this policy was sheer nonsense It did not 
provide any cheaper freight or any belter service for the nation's 
trade Insofar as American ships were patronized, the resulting m 
come added to the embanassing export surplus of the United States 
and helped to upset the British balance of payments Wc were, in 
fact, giving away shipping service at the expense of both American 
atizens and foreign competitors Tim is exactly the sort of thing 
Britain is afraid we shall do after this war, and tlie sort of thing 
which IS inconsislcnf with ourexpressed desire lor multilateral trade 
without discrimination 

Those who watch the newspapers and magazines may see that 
another publicity campaign ij under way for the postwar Amciian 
merchant iiurine Ihere probably will be another drive to maintain 
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:*bvs«bsies if necessary The navy has an interest rap^crving a 
sa5ac"t amount of Amencan sh ppm? for strategic reasons This 
ntr-cst IS a leaitimate one Nes-crUicIess. it is not to the advnntage 
of the Uni‘ed States economically tfut we should carrv an; consid 
erabic part of the riorlds ocean teght espccianv if we have to do 
so at a loss On the other hand it is a matter of life and death to 
Bntazr that her ships should carrv as moch as possible The more 
successfullv American shipping competes with Bntish the mote 
diScn^t win bccQire the pmblcm of mamtair’ing the international 
balance of payments Everv additional ton of commenal freight 
earned bv an Amencan ship wh ch might othenvise base found 
place on a Bntish vessel will increase the litclihood of a d-^fiat n 
the Bn'-ish balance and a surplus in the Amenan This potenhal 
cause of trouble, lilc all the othen will be aggmvated if world trade 
eontnet! or does rot expand It wouM be greatlv alleviated by 
world wnde foil emplovment and metease of production 

It was n the United States that petrolemn rtws discmcred, and 
the major share, both of production and consumption of petroleum 
products, has long been possessed bv this ccuntrv They have since 
become a necessitv however, to every important nation Thev are 
partjcularlv indispensable to countnes having shipping, planes, and 
motor vehicles Not onlv is petroleum important indastnaBv and 
economicallv but it rants high among strategic requirements Great 
Britain for many veats had to import all her petroleum Although 
natural depmits n C'e discovered dunng the war thezr quan titv js in- 
sign-f cant in coropanson with the need. Therefore, British m^erests 
have long since stated out control of reserves wherever thev could 
End access to them in othe- parts of the world Bntish oil companies 
have obbined large holdings inMalava Persia the Near East, and 
Latin Amencan nations and have combined with the Dutch on the 
baia of oil deposits in Dutch colonial possessions 

Anencan oil companies have also extended their holdings out 
side the borders of the United ^tes Rrvafrv between Amencan 
3rd Bntah concerns has often been keen In both countnes the 
leading compantes arc bfgc and financally powerful Thisispartic 
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nla'^v tic* n i*£ni '’5 dis^iibabon The Ani*~iC3n companies 
a-^tsihn call coinpeti‘r ea"d pTa^elj own'd, sihcreas m Bntan 
the gov emm'it has some sha^e m the oimerhip and managmn'at 
0 ^ the ii’dcst'v 

lE‘eTntOTal competihcn fer the co"tio! of oil d-posits and da- 
tnbt:Lcncfoi]pmdjetshasbeenapo*enhal$on''eoftrouye If no 
tn-^calls i3Us£a'*o^ anrg'n'rt b rea-hed, it wiU cause more 
fn'tion in th* fc'-c • as demand m^eases and d'ports become ci 
hacs*ed. It aas the-e^om natural thatatt'mpts to male an oilagxe- 
m^t be*vi . egn Bntain and the Uri'ed Sta*a wem inaoguated dur 
i 2 gth“«T Eqn.t3b’“3 cci to na'cral resources sms One of the ei 
pressed aims o* the Mlanti' Cha'tc’ The pnib’em ts a pa'ti'ularly 
d^S'ul* on' because i‘ u neccssarv co» onl/ to p*o*ect th' interests 
0 * consnm-n, bet to ad c-t tbs malres of great pma'e in'ersts and 
gO' cenerts No doub* th' maio* companies m ght come to some 
s3tB*a'*om agmssT'nt among th'msehes, bot n that case there 
ft-ocld be dang" of a b_^ in’ematioaaj monopcl/ against »hicb 
th* constsr*^ aruJd be d'^smelea 

The £i5t a*tsmp* mads to reach an agmen'nt n tha £sld was 
abrtre Bntah comm'nta'om obected to the d"aft proposed be- 
came Q cuppi 2 | oct th' wo-lcTs ml reserves as a baru for fair 
drvmon. th' rcsomcn within the Uni'ed Sta*a wer' left enbr-ly 
out of cons’d-^tjon la additaDn, the attempt to reach a com- 
pmuu-e resul ed in such vugs' languag- that the du^t was crtjcmed 
n the Uiu*ed Sta’es fo' mo’tana coatmd^ctory reasons Ore fac 
bon of th' mJ mdcstiy a’ta.ked it on the gro'Uid that it subjected 
pTva‘e c'*''pTJc to govem'"ntal cenbol oth'n bcl -red that a 
CK«opoV was bong cia'ed withou* suSoent laf'gua'd for the 
co ns umer Thoc^ a wo-kaf' plan may in the end be hanni'"d 
out, thu ou'com'B far mo'etlch tobeachi~ed tnanatmospb'm 
of fe3 AngJ>Am‘~’C3n cooprution than in a wo*Id 'ph* into two 
hostile economic a-ou bv Anglo-^siencan dshaunour 

D-,£'n’‘tcs loom in o'^'x rawma'cnals as weT Befire th' war. the 
ch-ef lomce ratc*al rubber, of which the Um‘cd States was the 
la'gest consumer, was in Bntnh Nlalaia and th' Du'eb East IndA 
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Soon after the First World War, flic Bntish interests attempted to 
inaease pnces by restncting output through the Ste>ensDn plan, 
uhtch rested on Bntish legisbhon The goiemment’s interest uus 
not Simply to push the commercial fortunes of the private owners, 
but also to help remedy the weakness m sterling exchange by ex 
tracting more dollars from Amencan purchasers The plan was sue 
ccssful for a while m spite of American opposition, but esentually 
broke down because of tbecompetilion from rubber grow mg regions 
that were not included m it It was succeeded m the earl> depression 
jears by the International Rubber Regulating. Committee, which 
includedthcUniledKingdom India Siam, France, and the Nether 
lands This also rested on support by the gosemments concerned 
Naturally, it became obsolescent when Japan conquered the rubber 
producing temtones and war needs look precedence 
Now the United States has equipment for turning out synthetic 
rubber capable of fulfilling its normal needs If costs can be brought 
low enough, we shall not have to buy much from the former pro- 
ducers unless we wish to do so But what, m that case, would hap- 
pen not only to the Bntish, Dutch, and other business interests con 
cemed, but to the natnes engaged in rubber production, the pur 
chasing power of the colonial areas affected, and the international 
balance of payments’ The Amencan interests might )Oin the inter 
national carle], but then what would happen to the rubber con 
sumers’ Obsaously, there is need for an mlcmatioral rubber agree 
ment m which consumcn will be adequately represented Aboieall. 
the difficulty might be lightened by a greatly expanded consumption 
of rubber, which could ansconly from the mdustnahration of back 
ward regions, and a great inaease m the use of automobiles and 
other products of which rubber is a component 

Tin, nickel, and other raw matenah present simlbr problems 
Complex as each of thee problems is, no satisfactory solution of 
any one of them can beachieicd if each is regarded as existing in a 
watertight compartment In some case a gnen nation is a con 

A great gam would come if a single international agency haiing 
the needs of consumers as its guiding ob}ectnc were substituted for 
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the complex of cartels and mtcmational commodity agreements, m 
which consumers seldom ha\e a voice The structure of interna 
tional trade is interwoven in hundreds of waj-s, and arrangements 
made for one commodity cannot help a&ecting others, as w ell as the 
entire equilibrium of the world economy Partial interests almost 
alwa)s tend toward restnebon of output, an expression of the total 
interest in expansion is needed 

It IS desirable to bnng together not merely the wheat growers of 
the United States, Canada, and the Argentine, but also the wheat 
consumers of Europe and to confront both with the wool growers 
of Australia and representatives of the hungry masses of Asia The 
needs of consumers and producers of rubber, tin, nickel, and many 
other products should he conebted with food requirements It is 
necessary to evoke a detailed but coordinated picture of world pro- 
duction and consumption m its entirety This cannot omit consid 
eration of shipping aviation, and other means of communication, 
nor can it be ignored by the International Bank for Reconstruction 
and Development or any other agency dealing with investment 

Finally, and most important of all, is the truth that progressive 
action must be taken by and within each nation, if international or 
ganization is to amount to anything We cannot rely on a commit 
tee to do anything which those whom the committee represents will 
not support What happens m the domestic economies of the 
United States and Bntam is crucui to what happens m the rest of 
the world in the formative postwar jean If we have full employ 
ment, we shall supply a large share both of the goods the rest of the 
world needs and of the markets which their owm productive progress 
will require If, on the other hand, we are dominated by a grasping 
and monopolistic farm bloc, by isobtionist politicians, and by in 
dustnal combinations that restrict output in the interest of price, 
we shall neither have prosperity ounclves nor permit any reality to 
world organization kVhat we shall have is another war 
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It appeared m the prc^^o^s chapter that one of the chief sources 
of fnebon beh\een Bntam and the United States has lam in the 
existence of plans for restricting production in the interest of pro- 
ducers Many of these plans haxc governmental support In some 
cases and aspects, each of the nations plajs the role of a producer, 
in olhen that of the consumer But in all cases the problem is the 
same It is that of monopolistic restriction Both peoples will have 
to make up their minds what to do about monopoly and how it is 
to be done Their policies in this respect must be capable of coordi 
nation 

The public attitude toward monopoly and the legislation regard 
ing It have followed a different course in the two nations In the 
United States the effort has been to preserve or restore free compcti 
tion in the interest both of independent enterpnsers and of con 
sumers Great Bntam however, has never emphasized legislation of 
this nature, although monopolistic exactions may be combatted 
under the common law One reason is probably that the Bntish 
labor movement achieved strength earlier than that of the United 
States and took an active part in politics on the basis of the Socialist 
philosoph) Socialism holds that business combination is an m 
evitable development under capitahsm.and that the function of the 
state IS not to prev ent it, but to assume ownenhip and control m the 
interest of the w hole public British labor has not been unaware of 
the evils accompanying monopolistic practices, but it has no 
enthusiasm for competition either The remedy it proposes is na 
tionalization Public ownership has already gone further in Bntam 
than in the United States In great industnes where it does not exist, 
the government frequently takes a hand through control or partial 
ownership 

People in all countnes have been talking about an international 
government after the war Thqr ate IhmVang about a government to 
lea 
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represent them and safeguard thar interest m peace and abundance 
But there rvas before this war, there is now, and there bids fair lobe 
on an even greater scaleafter it, an international government of a dif 
ferent kind This government operates in pnvacy and without elec- 
tions Its purpose is the enhancement -of great pnv'ate wealth It 
wields the enormous power that goes with concentrated money 
This it can do without much popular knowledge of its activities be 
cause it builds its power by influencing the few rather than by giving 
an account to the many The government in question, which 
operates pnmanly in economic affairs bgt also has an immense 
political importance is that provided by international carteb 
The simplest possible definition of a cartel is to say that it is out 
old enemy monopoly, which we tned to make illegal m the United 
States many years ago now streamlined and operating on an inter 
national scale But if one goes beyond that simple statement, the 
definition becomes difficult There are as many kinds of cartel ar 
rangemenb as there are colors in the spectrum, and they shade into 
each other in much the same way While technicians m the labora 
tory have been busy, with their marvelous ingenuity, the technicians 
of corporate law and business organization have been equally busy, 
and with equal ingenuity Some of their products are just as complex 
as the new chemical compounds though they have not been given 
equal publicity 

Corwin D Edwards, of the Department of Justice, in a mono- 
graph prepared for the Senate Military Affain Committee, roughly 
classifies cartel methods of organization in three groups, as follows 
X The Assoctalion This i$ an old and familiar type of restriction 
of competition by means of a trade agiecmcnt among nominally in- 
dependent firms Tlicy may adopt rules and regulations to fix pnccJ, 
limit and apportion output, allocate temtones redistribute profits 
according to a formula or sell exclusively through a joint agency 
This is the most vulnerable kind of cartel since unless its agree- 
ments arc enforceable under the law the members may break their 
contracts or engage in chiseling It is actually illegal in the United 
States and is mote prevalent in Europe 

a The Patent Liceming Agreement This is a newer and often 
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more intncate device, depending on fte legal monopoly conferred 
on the owner of a patent \Vbcn technological adiance is rapid, as 
m the modem world, many important products, or the processes 
used m manufacturing them, ate patented When the basic patents 
are about to run out, an improvement, real or invented for the 
purpose of retaining control, can usually be devised Agreements 
between vanous companies to license their patents to each other 
may divide either geographical temtory or the nght to sell specific 
kinds of products, they may control pnccs and output as well 

The intncacy of this kind of anangement is due to the fact that it 
consists m a number of separate licenses or agreements covering 
particular processes, and there is great variation m the terms of such 
agreements Yet all taken together add up to monopolistic power 
For instance, Mr Edwards points out that before the war "there 
were comprehensive patents and processes agreements between du 
Pont and Imperial Chemical Indostnes (of Great Bntam) and be 
tween I G Farbenmdustne and Standard Oil Company of New 
Jersey There was a gentleman's agreement between du Pont and 
I G Farbenmdustne by which each was to give the other first 
Qpbon on new processes and products not already promised to third 
parties There was apparently a comprehensive working arrange 
ment and certainly a senes of working agreements as to specific 
products between Impcnal Chemical Industnes and I G Farben- 
mdustrie Around this central pattern were grouped vanous lesser 
alliances among other companies, and many special agreements 
among manufacturers of d)e-slufls. plastics, oiplosives, pharma 
ccuticals and other chemical products The chinks of the structure 
were filled by numerous small patent license contracts which con 
tamed restrictive features " 

Note what Mr Edwards is saying here Two of the biggest com 
panics m the United States, which ordinarily we think of as separate, 
were linked wath the chemical monopoly in England and the 
chemical monopoly m Germany— and so with each other All four 
formed the center of control for numerous other manufacturers of 
chemical products Such products nowadaj-s are pnmary m both 
war and peace, from the powder in our bombs to the colors in our 
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clothing and the medicines »e take This gigantic monopoly 
parceled out the world market among the companies invoKed 
3 The Combine Thu is a fonn of control through corporate 
ownership and contracts of s-aned kinds, it is sometimes more in 
tncate and difficult to trace than c\cn the licensing agreement 
Often the two are combined, as where corporations that have ex 
changed patents own subsidianes in common 
N V Philips IS the name running through a brge number of com 
panics organized in different countnes, which make and sell elcctnc 
light bulbs, radio equipment, and electrical supplies Some of these 
companies are seemingly unrebted to each other, but there is unity 
of control through a common ownership Thu control was before 
the war exercued by a Philips company m Holland, which in turn 
was controlled by a company with only ten effective voting shares 
Dunng the war the control was excrcued by two groups— one pr& 
sumably for the countnes under the Axis, and one for the othen 
The interests of the btter m turn were managed by two groups of 
trustees>pne in Hartford, Connecticut, and the other in London, 
and by a holding company m Cun^o There u a probability that 
the whole business will be reassembled again as before when the war 
IS o%er N V Philips as a whole also has contracts with other great 
organizations in the same business 

In addition to these forms of cartel o^nizalions, one might ate 
the cartels that are held together by specific governmental support, 
or by international commodity agreements, like the rubber carte] 
previously descnTied 

The importance of any plan for governing the activities of men u 
partly dependent on its extent Geographically, cartels cover the 
whole world Not every one includes every country— for there are 
special circumstances which necessitate omissions Tor instance, it 
It useless to try to exercise the powers of an international monopoly 
in a country where the domestic business in question is not subject 
tomonopolj in one »'3y or another 
Cartels are important also in then extent over industnes and prod 
ucts Any natural product of mining or agnculture, the ownership 
of which can be concentrated, u subje^ to monopoly Any process 
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of manufacture or any fabncated product Tvhjcb can be held under 
patents can be monopoliacd TTie depec of monopolj confened by 
the necessity of heavy mx-estmetit to enter an industry, as in steel, 
permits cartelization And e\CT though the industry uhich directly 
maVes the product wc buy jscotnpchti\c, the chances aregg in lOo 
that its costs contain a tribute to the cartel empire Consider food, 
for instance Farmers, of course, compete with one another — except 
insofar as the farm bloc in Congress holds up minimum pnees But 
farmers ha%e to buy cartelized fertilizer, insecticides, agricultural 
machinery, electrical equipment, and many articles of which 
cartelized rubber forms an indispensable part The tin cans in which 
processed foods are pacUd contain cartelized tin The refrigerators 
m which we keep our food arc sub)ect to patent royalties So arc the 
electric bulbs which light our refngerators and our kitchens So are 
the patented appliances \%e use to prepare our food 
There « probably no more competitne industry in the United 
States than those which make textiles and clothing But they ha\eto 
buy cartelized dyes and other chemicals, and they need their share 
of metals, rubber, and all the other general necessities out of which 
cartels make their piofit and build their power— not to mention 
patent-controlled rayon and Nylon 
Tlie pnncipal tason for any monopolistic device is to fix pnees 
higher than those which would obtain without it This fact is some- 
times masked by pnee reductions made by cartels TJie pnee reduc- 
tion may result from lowcnng of cost It may be necessitated by the 
dosire to bring a competitor into line or to maintain sales m com 
petition with a different kind of product which is not controlled Of 
course the cartel is after the maximum possible profit, and occasion 
ally it can make more by selling a larger quantity at a lower pnee 
than b\ selling less at a higher price In all these cases, however, the 
price results from an administrative decision rather than from the 
impersonal forces of the market, and m most of them the pnee is 
higher than it would be if competition prevailed Cartels charge at 
least as much as the market will beat 
Thercaremanj cases inwlijchthepncesarcexorbitant Tim^ten 
carbide, used for edges of cutting tools, sold in the United States in , 
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1927-2831 S)0 a p>ound Then came an intemabonal patent pooling 
agreement and a drnsion of markets The pnce promptly rose to 
$453 a pound It seldom svent below $22; dunng the depression 
thirties, and m 1940 was still selling at a ma'uinum of S-05 After an 
indictment under the antitrust laws the price in April 1942 ranged 
fromS-7 to S45 

A chemical plastic was sold to commercial molders for 83 cents a 
pound while the \eiy same product cost dental laboratones and 
dentists S43 a pound 

Atabnne, a chemical substitute for quinine was sold to the 
United States go\emment for war purposes at $4 50 per thousand 
tablets by companies w hose license under the patent terminates six 
months after the end of the war Presumably they made a good 
profit The same substance lora time cost civilian consumers $12 per 
thousand as sold by Wmthrop a company which obtained mo- 
nopoly patent nghts for the civilian market under an agreement 
with 1 G Farben the German owner 

Consumers also sufier because the absence 0! competition de- 
pns es the maker of any incentive to improv e quality Sometimes he 
actually lowers quality to get a brget volume of sales or to protect 
another product m which he has an interest For instance Corwin 
Edwards charges that General Elcctnc reduced the life of bmp 
bulbs and discouraged bulb testing by purchasers The bmp manu 
facturers have also been reluctant to introduce the much more 
economical and longer lived fiuorescent bmps for household use 
Tlie du Pont Company having developed a pigment which could 
be used either in paint or in textile d)e held it off the market pend 
ing a way to make it useless as a d}c in order to maintain the pnccs 
at which other dies were selling If it were to be used by paint manu- 
facturen it would have to sell at considerably less than the current 
prices of dyes One of the methods proposed to make it unfit for dye, 
quoted from a memorandum of a conference on the subject, was as 
follows 

Jt 1$ known that certain rcsuis and solvents arc imtalmg to the 
skin often causing dermatitis It might be possible to formubtc a 
CPC composition which wiH make textile matcruls irritating to the 
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sbn" It u-ould be jntcrwtjng to ^omen who ha%e suffered from 
dermatitu as a result of contact of fabncs with the sVan — and there 
have been plenty in recent >ears — to know whether this method was 
actually adopted, and whether some of the paint pigment may not 
have been "Iwotleggcd ’ into the fertile trade 
Abn to the lack of improvement or actual deterioration of prod 
ucts IS the stiSmg lack of technological advance in the matter of 
new products An enormous amount of research is done by com 
panics belonging to cartels, big business loves to boast about the 
debt which science and technology owe to private enterprise Nev er 
were we more phed with talcs of the marvels of new products from 
the research laboratories than during the war, when the new prod 
ucts could not be bought But much of the research is for the pur 
pose of making minor modifications to hold patent rights And 
while some new products and methods do see the light of day, some 
do not, and those which do ate often held off for years m order to 
protect established imestroenl from obsolescence Numerous m 
stances have been cited in the past We now begin to hear that after 
the war we shall be offered the same old models and products, it will 
be a long time before the things offered for sale live up to current 
publicity 

In addition, the big concerns often discourage research bj others 
who might turn upas competitors, and they are dead set against any 
research by government, which would be available to all 

It used to be said that, whereas internationals of bhor had failed 
to preserve the peace at the moment of crisis, internationals of 
capital would do so They not only did not do so but they helped 
the German war machine to build its power, and assisted m weaken 
tng its enemies 

Germany has perhaps been the pnncipal home both of cartels 
and of technological advance industry Almost every leading con 
cem m other countnes which parliopatcd in cartels was affiliated 
WTlh a great company in Germany Through intercompany licenses 
aW agimrrcrn^, rtle Germans ftamca’ our fccfinicai’ seacts and' 
used tlicm while Ihcv often succeeded in preventing the develop- 
ment in this country, m England, or elsewhere of new processes that 
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thej were exploiting Bv temtoml dmsion of maiVets, cartclj 
helped the Germans to build up their inSuence m Europe and Latin 
Amenca This story has now been told a number of times, in rela 
tion to sjTithetic rubber, optical instruments, and other cntical 
materuls 

For instance, the American Bosch Corporation supplied its 
German affiliate with technical information based on expenmental 
work bv the United States Na\y and the Signal Corps, which it re- 
celled as a bidder for gmemmcnl contracts This information be- 
came the basis of intcrtank, ground air, and infantry radio com 
munication m the German army In i^jS Standard Oil of New 
Jersey gaie I G Farben full information about its butjirubber 
process but failed to chat m return the technical mfoinution about 
I G Farben $ buna process Standard Snally got the German 
patents in 1940 but never rcceued the technical information, and 
had to work It out 

It was through cartel procedure that Cermany brought the manu 
facture of arms and strategic matenals in much of Europe under her 
swav Dunng the war disguised and indirect cartel arrangements, 
maintained in the interest of renewing international monopoly in 
the coming peace, have presented formidable obstacles to the 
United States government in carrying on economic warfare and 
counterespionage not to mention obtaining enough strategic ma 
tenals or obtaining them at a reasonable pnee Seizure of enemy 
property has been forestalled in some cases by the transfer of 
German corporate property to neutral or Amencan companies, pre- 
sumably with an understanding that it u to be transferred back after 
hostilities have ceased 

Just as support of appeasement sentiment before the war came 
from cartel sources m Britain and the United States, so now we shall 
probably see support from the same sources for a settlement which 
w ill maintain the power of German heavy industry \\'e may expect 
to see the cartelized companies and those whom they influence op- 
pose any intematiorul economic agencies or any international 
government that may tlircatcn to destroy the fabnc they have 
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vQ\cn or to bnng them under cXMitn)! in the interest of the public 
or consumers 

British cartel spokesmen have adwnced their owm plan for v-orld 
peace— one based on universalizing cartels and giving them the 
support of the Bntish and American governments Lord McGowan 
of Imperial Chemicals has come out for the repeal of the Sherman 
Act in the United States Sir Edgar fanes of the international tin 
plate cartel is promoting a World Trade Alliance, and has said 
'if Great Bntam and the United States will take the lead and get 
the producers of each mam product to prepare schemes for world 
export relation, then general cmplojment can be insured " This 
would, he added, facilitate the regulation of production within each 
country How cartel practices would promote the large production 
which would be necessary for an economy of abundance he does not 
make clear 

World wide plutocracy is adiocated as a desirable substitute for 
competition for markets among the great industrial nations But it 
would not prevent Germany from ptepanng for a new war— and it 
IS to be noted that cartels are heavily interested in military produc 
bon Nor would it present growing hostility between the big in 
dustnal nations on the one side and the less deieloped countnes 
which they would seek to exploit on the other 

By monopol), an economic government composed of pnvatelv 
owned international cartels would restrict access to raw materials 
and would make impossible acliievcmcnl of freedom from want It 
would of course be the cnem) of democracy in any real sense It 
would even, m the capitalists' pact of the world, restrict freedom of 
enterprise Some big businessmen who cry the loudest against 
government bureaucracy and m behalf of the sacredness of private 
enterprise are really intent on maintaining private business with a 
minimum of enterprise on the part of an} body but themselves 

'This would, for a while, be a nice comfortable little world in 
which controlled pnecs would vary hltle, great a^egations of 
ra^ital wnnld lie .safe, wt^wowwnjtojts hr 
deliberation, and there w ould be a large continual residue of unem 
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ploj-ed to check the enthusiasm of bbot for rapid adwnce It would 
be a world m which colonial peoples would progress slowly, if at alh 
out of their industrial backwardness But it would also be a world in 
which new investment would lag behind the propensity to sav-^ 
farmcn w ould agiirf get the short end of the stick, and in the end a 
crash would be sure to com^ because people would not have the 
purchasing pow er requisite to buy even the limited products offered 
at monopoly pnees Capitalism would ultimately be just about as 
secure in a cartelized wtirM as France was in 1939 behind the 
MaginotLine 

TTiere are some Englishmen who wish Great Bntain had a Shei 
man Act These arc the same Englishmen who want pnvalc enter 
pnse to succeed and believe with good reason that it can scarcely do 
so for long unless competition and the free play of markets ate al 
lowed to do then work in reducing pnees, encouraging eSciency, 
and enlarging consumption Even these Englishmen, however, do 
not for the most part believe that the welfare of the entire economy 
can be entrusted to private enterprue They want governmental 
participation or controls in the numerous sectors where competition 
IS undesirable for some reason or » unlikely to obtain And nearly 
all in Bntam are susptaous of the Amencan cbmor for * free enln 
pnse under competition 

They arc well aware that competition has not operated well 
enough in this country to enable us to consume all that we can pro- 
duce Under these conditions complete reliance upon competition 
and private enterprise in mtemational trade would subject them to 
the nsk of an Amcncan generated depression Undesirable as caiteh 
are they would at least offer Bntam some hope of stabilizing her in 
temalional markets and of protecting herself against cutthroat 
competition of the sort which anscs in depression There is a sub- 
stantial body of opinion in Bntam which does not want to enter 
upon the precanous course of trying to abolish monopoly by legisla 
tion but washes rather to use tt as an instniment of national and in 
tcmational pbnnmg to tame rl by rcgubtion or public ownenhip 
The movement for state owncnhipand control of basic industnes o 
making headway all over Europe 
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It IS easj to recognize the dangers of cartels, more difficult to 
loiow what to do about them Phrases like ‘ abohsh them” or ‘‘re- 
store competition" are mere pious w ishcs unless an effectual method 
for doing so can be sii^ested Stfll more fatuous arc the continual 
uigings to "ptesersc free enterpnse,’ heard from those who base no 
program for dealing with monopoly and frequently do not e%en 
mention it 

It was more than a ha1f-centur> ago that the Amcncan people be- 
gan to be womed about monopoly at home Laws were passed and 
rcxised, agencies for in\estigation and control were set up Under 
President Wilson’s first administration an expert study of the 
problem was made, and ingenious new legislation was devised and 
enacted, with the passage of the Cbjton Act and the establishment 
of the Federal Tnde Commission It would be rccUess to say that 
all these laws haic done no good whatever, jet the fact remains that 
monopolistic practices are still rampant m this country, and great 
American corporations have become an essentia) part of the inter 
national cartel network. 

One difficulty is that, in the game of prosecution and defense, 
counsel for pnvate interests are alwaja two or three |ump5 ahead of 
the government We decide to do something about the problem, 
make a careful study of evciylhmg business has done to which we 
object, and try to phrase bwj that will prevent these practices with 
out forbidding business to carry on at all After a long fight, Con 
gross passes some legislation, usually leaving open numerous loop- 
holes Then, if we can succeed in getting an administration which 
wants to enforce the law, the Department of Justice after due study 
and dcbbcration bnngs a few test suits With long legal delay, these 
suits are fought up through the courts until finally the Supreme 
Court renders a decision m a particular case, which may or may not 
be a good precedent by which to know what can or should be done 
in other particular cases But by the time the decision is rendered, 
the legal mentors of the corporations have discov ered some new way 
of accomplishing the result their croplojers desire, which either has 
not jet been forbidden by law or cannot be prevented without an 
other long and costly legal fight, the outcome of which is uncertain 
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One trouble wt th the anhtrast legubtion u that as long as pnnle 
business is left with the 1000111%% to do ansthing useful to the 
public, and with the power to do it it is liVeU also to hai'c the m- 
centiie and power to fis pnces limit output restnct competition, 
and dampen enfeipnse Since tho<e who desised the Wilson pro- 
gram for instance, did not wish to forbid the possible efiaenn of 
bigness as such thej refrained from outbwang the purchase of 
assets bj corporations no matter how b,g thei might be, and placed 
few obstacles in the wa) of the ownership of one corpontion b) an- 
other The Supreme Court in its famous rale of reason ’ opined 
that Congress did not mean to forbid all restraints of trade, but 
onl\ unreasonable** restraints A long senes of court decisions on 
the practices of trade associations have left open the door to all sorts 
of limitations of competition And it is difficult to dense a pbn by 
which we can continue to enrouiage invention bv the patent ssttem, 
and at the same time prevent the abuses of patents which modem 
monopolies employ 

The abuses of monopobes are not something alien to the profit 
svstem easv to cut away from it if onlv we have honest officials and 
businessmen who are not bent upon economic waeledness 
habitually praise the profit motive as the source of all progress, and 
then when it reaches its ic^cal conclusion, we call it greed How 
ever much businessmen inav approve of competition in the ab- 
stract the goal of almost ever) competitor is to outdistance and if 
possible to eliminate his nvals A modem economy offers many 
oppiortunitics for the success of a few in doing so 

Nor IS the motive always or entirelv the amassing of wealth Com 
petition IS full of wastes which a conscientious manager naturally 
wishes to avoid And too much competition may threaten the 
secunh of all concerned Behind many an agreement to restnct 
production vou will find a penod when output was far gTcaler than 
the mailet could absorb at pnces that would maintain the com 
petitors in business The Sprtan prescription of the orthodox 
economists that the intcrDecine straggle should goon until onlv the 
more efflacnl producers are left and prices come back to a level 
profitable to them u not welcome to those who face ram to the 
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cieiton of the concerns ^fcich ate in danger, to iHe ^-OTVeis who 
mcstoadcrgo nncmplojiaent, or to the govcmments which depend 
on the prospenty of business On these accounts tnonopoly practices 
ate csuall; phased in terms of ethics, codes, and cooperation. The 
men who cmplov them often beheve they are acting m the best m 
terests of the communits ft b significant that the modem cartd 
movement marched under the banner of “rahonahzatinn " 

If we pit such strong motives as a gcncranv sanctioned profit in- 
centive, a dcadlj fear of losing economic secentv and even occupa- 
tion, and a desire to do things m an orderiv and planned way instead 
of practicing the manners of the (ungle. against the negative, tardy, 
and often inexpert police resources of the state, we must expect 
something fa: short of a satisfactory solution of the problem For 
these reasons, there is no cure for capitabst monopoly m any magic 
formula It wall cot be banished qmcldy or w^thoot much tnal and 
error. 

As has been noted, ratemational artels annot operate wnthm 
countna where monopolies annot control the domestic mathet. 
The first line of attach should therefore be bv nabooal acbon within 
the United States- as well as within ach of theother cations where 
artels fiounsh The fonownng types of action may be suggested. 

1. Enforce Existing Antdrust La»s The antitrust hwB we have, 
thoogb far from adequate, have been largely inoperative beaose 
they have not been vigorously enforced Repubhan Administra- 
tions between igzo and 19^2 were sympathetic to big business m- 
terests, and were not impelled to move against combinations by any 
strong public sentiment The fint Newr Dol Administration in its 
attempt to cure depression even encouraged business control of 
pnees and output through the hTRA. Recent attempts to prosecute 
by the antitrust division of the Department of Justice have ran afoul 
of conservative interests, and dnnng llic war were moderated bv the 
neccssityof the War and Navy Departments to depend on the big 
corporations for military equipment. 

The virtue of vigorous enforcement, even though it annot solve 
the problem, u Ihabit puts monopolies on the defensive and so 
aerts pressure on them to watch their step and exhibit the best be- 
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hanor of which they arc capable If the laws are actually undesir 
able, they should be amended instead of being ignored, and enforce- 
menl will stir the ingenuity of those affected to propose some better 
program for dealing with generally admitted mis 

2 Dense Better Means o/ Regulation Regulation will never be 
effective as long as it must be dependent on specific legisbtion and 
actions m courts It must be earned on administratively, and must 
be flexible enough to meet new conditions as they anse The Federal 
Trade Commission was devised for this purpose, but it lias not lived 
up to the hopes of its designers Indeed, it has virtually given up any 
attempt to solve the monopol) problem and has devoted its energies 
hrgely to preventing the “unfair competition" of misleading brands 
and labels 

It has been suggested that every business engaged in international 
trade— and perhaps those enpged in interstate trade as well— be 
compelled to incorporate federally Federal corporate charten 
would by law, be granted only on certain general conditions drafted 
in the public interest and would be subject to renewal at stated 
periods Such conditions might embody the pnnciple that the cor 
poration would have no nght to engage in any activity which would 
compromise the fullest production and employment permitted by 
the cunent level of technology, the availability of materials, and the 
bbor supply A commission would be empowered to see that cor 
porate practice lived up to these conditions in detail, to give full 
publicity to corporate affairs, and possibly to withdraw the corporate 
charter, if the corporation in question was persistently and know 
inglv guilty of viobtions 

If litigation arose in connection with this kind of regubfion, the 
burden of proof would be on the corporation instead of on the 
government Tlic corporation would have to appeal to the courts to 
upset an administrative action, latlicrthan the government appeal 
ing to the courts to foibid a corporate action 

3 Break the Corporate Monopoly on Patents Many of the im 
poitant patents on which cartels now base tlieir power are of 
German origin Most of these have been scircd by the government 
and arc now in the hands of the Alien Property Custodian Former 
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Alt«r^ey Genenl Biddle suggested that after the war these patents 
not be tetumed to the German owners but be held for use in the 
public interest- After the last war we did not return German patents, 
but disposed of them to pm-ate companie some of whom secretly 
represented the GeTnan owners and most of whom used them (as 
they assumed the right to do onder the patent laws) for monopolis- 
tic gam. Mr Biddle s suggestion is a good one We do not sec how 
it can be executed unless the gmemment retains the patents and 
Lcenses them to all on equal terms 
This howrser, ts only a half measure, since it docs not hear on 
future patents and any concerns which do not bold the American 
patents that complement the German ones may hesitate to buck 
the great power of the costing monopolies Some revision of the 
patent law is necessary which if possible will retain the incentive to 
mventors whde preventing use of patents to res tram bade or restnet 
output 

In addition a suggestion of possiblv great benefit is to set up a 
public research organization with ample funds dedicated to mal: 
mg mventions and imptovOTenls which may be emploj-ed by any 
bod) This would not forbid mdividaal ingenuity or mvenhveness, 
but it wtiuld provide a public eoropcbtion for the great pninie re 
search organizations from which many mdustnal improvements 
now stem and which permit monopolisbc exploitation of the biams 
of scientists and technioans 

4 Use the Pti£if« Power to Compete In numerous important in- 
dustnes where monopoly pactices prevail, the government has built 
for war purposes and now owns great productive fadlibcs The cot 
porations. many of which are operating these plants as contractors, 
areexe'camg sbong pressure to have the plants cither dosed down 
Or sold out to pnvate interests as qmctly as possible after the war 
They have been in the mam supported by the Baincb report. As 
suggested by Harlow S Person in The New Republu:. the govern- 
ment should retain whatever plants ate necessaiy for the purpose 
of ensenng foil employment and fair pnees Pubhc cwipctition has 
been efiectcal m Sweden, and has shown what it can do m the 
United State m the TV A. The government need not necessarily 
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operate aH the plants it owns" it can rent them lopm^atccontractots, 
but ondci such condihons that piacticcs which are a detnmcnt to 
the public shall not pre\in 

5 Install DemocTa*u: Planning Most important of all, the 
government should not lea>r the planning function entirely to those 
who operate fo' pnvate gam It should not be content with ncgatM 
and legulaloty measures but should step m to supervnse the con- 
struchve job which monopolists sa) and may think they are doing 
m rationalizing pmduction, economizing resources and stabihziiig 
the economy The rruin trouble with their activities is not that they 
attempt these thmgs but that they stabilize on a level of pnecs 
higher than the technical arts would permit and on a level of out 
put lower than our productive resources including the labor supply 
would justify 

The government need not do this job m a bureauciahc or dicta 
torul fashion But it ts pecularly fitted to mobOize the commoo 
interest of business bbor agriculture andconsumersinfuBprodnc- 
tiOD and avoidance of depression It can do this by calling together 
representatives of all the main interest groups, to supenise the 
preparation of a production program bas^ on the ne^ of coo' 
sumers and brge enough to ctilize our full capacity This program 
should be continually revised as demands change in the retafl 
nurkets and as productivity increases The performance of industry 
m meeting it should be checked and measures should be taken 
wherever necessary to increase production 

Such a program would be a guide for many of the actmbes out 
lined It would, for instance, provide standards (or the esaronutioo 
of the practices of federally incoiporatcd companies and it would 
indicate how much governmental competition w-as desirable, and 
in what lines It would also be the entenon of a compensatory fiscal 
policy on the part of the government or fora public works program 
to stabilize the construction industry 

In spite of any such measures which may be taken within irv 
dmdual nations international cartels may persist and continue to 
exploit consumers, even withm countries which have themselves 
overcome the eviTs of monopoly, if these countna are not brge pro- 
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dacers of the products contraDcd bj flic cartels Thus the Unit^ 
States IS dependent on foragn sources for tm, and could not merels 
In domcsbc Isgabliorj protect itself against the tin cartel Other 
nations arc much less independent economicallv than 9.0 

6 Establish a World Trade Board There have been numerous 
sucjestions for an mtematiorul agcncs to help stabilize world trade 
on an active basis and guarantee freedom of access to raw ma 
IcTub ’ If this IS to mean amthing, it must at least mean the curb- 
ing of international monopobes 

If it is dificult to abolish monopolv b> national legisbhon it will 
be still more diEcult to do so on an mtematiorul scale, where there 
IS no government havangsoveragn powers and there is not libelv to 
be am for mam vears Bv mtenuhonal agreement, however we can 
crate an agenev which an investigate and give publicity to any 
combination which fixes pnees or limits output, and b) the same 
means we can in mam ases provide representation for the indi* 
ndual eomumers, or for consuming lubons, in such decisions. An 
agreement of this ruture regarding coffee now costs between the 
United Stales and numerous Latin Amenan countne If the world 
board should be convinced that no limitabon was desirable for any 
particular products, or that the consumen w ere onderreprcsented or 
fiouted m its decisions it could do much to stimulate new sources of 
snppl) At any rale, it would not lave artel Iramacbom m the no 
man s land they now occupy, free to any on in almost complete 
pnvaev and immunity 

An intcnutional trade board would have to cumtam close reb 
tionships with other world wide economic agencies, such as the In 
lemabdnal Banb for Reconslnicbon and Development, the Inter 
national Food and Agnculture Organiahon, any machinery which 
IS established to stabilize exchanges, and the agencies having to do 
with bbot and standards of living It might even woiV out a 
method of pbnnmg mullibtenl trade which could help to safe- 
guard mtematiorul babnee of payments better than the exclusive 
bibfe^fism tftaf prcvaiTed hefore the war, and woufd at the same 
time encounge world wide expansion of production and consump- 
tion 


I 



NEED WE HAVE- A 
DEPRESSION? 


If it were possible for the United States to offer Bntain a credible 
assurance that this country will not suffer any profound depression 
in the visible future, the basis for agreement on almost every other 
economic problem would ocist The Bntish would (hen believe that 
we were less lilcely to offer ruinous competition in foreign markets 
by exporting unemployment They would be much less womed 
about their ability to achieve and maintain the necessary increase of 
tbcit exports and to avoid unemployment and a deficit m their 
balance of payments They would probably be willing to take a 
chance on multilateral freedom of trade and to participate in inter 
national exchange stabilization It is therefore pertinent to inquire 
how good reasons they have for their fear of an American collapse, 
and whether it would be possible to remove their forebodings 

Economic science has not yet advanced suffioently to offer any 
certain conclusions concerning the origin of depressions or their 
possible cure Even if it had done so, the theory of the subject could 
not be covered in one bncf chapter There are numerous informed 
opinions but on most of them not all qualified economists are 
agreed Tlic problem is still m the stage of research and experiment 
Nevertheless, it would be incorrect to suppose that much is not al 
ready known or that there are no good grounds for choosing one 
type of policy rather than another If we do the best we can on the 
basis of what is already known, wcarc likely to achiev e a better result 
than if wc give up in despair or proceed on the basis of ignorance 
and tradition 

'flic Bntish fear of Amcncan depression rests in large measure on 
the belief that the United States will enter the postwar period tvith 
no substantial plan for avoiding a stump except a belief that un 
hampered private enterprise will automatically produce stabilized 
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p-ospcn^v If tha o m bet to he ocr peW thee fa’- a 'w-oH 
gn?!."ded totli xn ha*onr and la thcOT 
AH eccncsats. no mat'er ufcat the" cpin.cns c’ p*-7cdice5. 
vcnld fro obliged to a'~ot tha^ co ecc'>7ni cod— chj’O'^enrrd 
numh bv pn\-u*c enttrpnso has OC' re* socceed“d m cu^tam-n^ 
stabd^rsd fugb emplovrscnt c* coctui_oi^ epans^a These »ho 
defend tins tr-pe cf O’dct osiaDv do so cn a*he* grounds snch os 
that I* B progress's-e m the long nn o' oders a pra-YtTr} of 
freedom Before the g^t depress on be*n-e-n the same 

acthonhes behesed lha* the order ah-cb see cost call cap tahs* was 
bccccuag more stabdrzed and that depressroni would hencefeth 
be of minor signiscance Few now snppor* ths coa*“ctxfn \t aas 
rate it ts a matter of bs^orv that g^t depressions nsnallv ha%-e 
follo%\ed great wars, after an m*e*^al of a few sen The cspcrc^ce 
of the Li’es* depress on, which b vt\ dir fan e m be i e d ir Ensbnd. 
sho-gh tfriforces tbs ha*oncal obsctrahon. I-deed. i* d:aIn3t^ 
call^ underLnes the apprehcns*oQ that if the Un ‘-nd Sla'a rehes 
open pmate en*eipnse the e i pei v ence wS be repealed, for m xqiQ 
war controls were abandoned with the crea'es* possible has*e; and 
the erintitg decade was ene a wh»:h Amencarr gmemment was al- 
most cotapletelT responsne to the $appo<ed interests of bismess. 

Not does standard cconortuc theonr o£er anv reason for mprcctm?’ 
a more forhinate espcnecce in the future Class al doctrmes, i* is 
true, are laigelv dcs-oted to oplaming how under a resunc of free 
competition and mobih*v cf Ubot and apitah an automata: 
et 5 unibnum would be mainta ned- Not even the most crthodctE 
eccnomat bcLe-es howeve", that the assumptioiB ca whai lbs 
tfcec-s rests cc—espond dosciv with theeremom cm5t.*i.*’oas wh.*ch 
actuary exist “Pcdect” compe»itioa ts a nritjr In the marn- nv 
du‘r«5 wh— e no a-^ual rooPcpoK exists, prrecs are cf*ta set 
adrr nj*ni»i\eK rathe' t*un au*otnj*icaIlT as a result of the forces 
of debat'd ard suppN Sore- binds c' p^’ces are much more ng-d 
than o»h{?^ ^Sfflbnlihnr jnrixpvtatjrfn^ d.-rrer-n^ 

mobtli^ Fa-mcis rc’hcr reduce thci' prod,.c*a?” cot move tmdaT 
from the li"d when amreul^ual p-ces bIL \\'hen dowrewa'd 
adius*mc''tj seem to be recess ^i*cd bv eccronuc forees, strong 
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sehes embarrassed by large imentones bought at high valuahOTS 
and carried on bank credit, '(khich they si ere no longer able to sell at 
3 profit Bank loans were reduced, not only on this account, but be 
cause the volume of outstanding credit had risen close to the limit 
set by the existing reserves Rediscount rates of the Reserve Bants 
were increased For the Federal Reserve System as a whole, teda- 
couoted loans fell from their nuumum of $2,801,000,000 on Octo- 
ber 29 1920, to $397,000,00010 August 2922 Federal Reserve notes 
in circulation declined by more than $],oooA^iOOO during 19:1 
Unemployment and restnction of industrial production of course 
occurred The mam characfcnstic of the slump, however, was a 
sharp deflation of pnccs and reduction of inventories accompanied 
by operating deficits which occasioned many bankruptcies 
\Vhfle there is some danger of a repetition of this experience, a 
number of important differences now exut Pnee control dunng war 
was this time much more extensive and effective Inflationaiy 
tendencies were checked dunng its course Bank credit was not 
utilized for the flotation of war loans, since government bonds were 
not accepted as collateral from commercial or individual borrow en 
Tlie banks instead purchased Urge amounts of government securi- 
ties outfight If they continue to punue a conservative lending 
policy during the reconversion period, they will have ample r^ 
sources with which to counteract any deflationary tendency 
The danger of inflation this time arises mainly from the existence 
of large backlogs of consumer denund for automobiles and other 
durable goods and the ownership both by business and individuals 
of immense reserves of purchasing power in the form of currency 
and bank deposits There is a good deal of evidence to indicate, how 
ever, that these reserves will not be hastily spent m such a way as to 
set o 5 a pnee boom, but rather will be held because of a general feat 
of depression It is also possible that pnee controls will not be 
abandoned until supplies of goods are suffiaent to render them un- 
necessary War restrictions on instalment credit are not hkcly to be 
removed before there are enough goods to satisfy consumers’ de 
mands It therefore appears possible to avoid an mflationaiy boom 
and an ensuing collapse if banking policy is intelligent and the nec 
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essarj gmrmniental controls arc rrtaincd Inthatesent, whatmjght 
happen IS a fairlv smooth increase of civflun piodnchon as rapidly 
as productne facilities, malemls, and manpower ate released This 
could pcnist unbl consumers' w-ants, defened dunng the war, are 
satisfied There is danger of spcculalnc excesses m the stoeV. matVet 
and in real estate, but, at least m the stock market, controls arc 
asailahle that did not exist m 1919 Margin trading can be checked 
or eliminated, for instance, and the banks are not eager to finance 
specubtion The greater peril is probably that un^ploj-ment cn 
suing from cessation of war production may restrict consumers buy 
mg. and depression may come without a pTchmnuiy boom 
After the deflation in 1911, iccovcry began m 192s, and the up- 
ward course of economic activity continued until 19-9 with only 
minor interruptions m 1924 and 19x7 Dunng these years priN-ate 
enterprise was almost entirely on its own The government did at 
tempt to aid producers by a protective tariff, but it is doubtful 
whether tha had much to do with the prospenty of the penod The 
tanff did not, for instance, apply to rapidly growang mdustnes like 
automobiles, or to building construction, the activity of which was 
a fundamental force m economic expansion The Federal govern 
ment had ceased to provide any stimulus to putchatmg power, such 
35 had flowed dunng the war from its spending of borrow ed money 
On the contrary, it was now reducing the national debt Such stim 
ulus as came from public sources resulted from the activity of state 
and local governments in building roads and other public works 
It IS possible to point out several circumstances which apparently 
combined to bnng prospenty, at least to the industrial and urban 
sections of the population Dunng the deflation of 1921, pnccs of 
agncuUural products fell approximately to the 1915 v^hercas 
the quantity of crops raised remained substantially the same This 
reduced the purchasing power of farmen, but at the same time it 
reduced thecost of industrial raw materalrand the cost of the wage 
earners’ food basket The counc of the deflation m industry was 
quite different The pnccs of manufactured goods fell somewhat 
but still remained about 63 per cent above the 191 5 lc\cl, whereas 
the actual quantity of industml output did fall to the prewar point 
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Thus industry maintamed its pnces by testncting its production, 
while agnculture maintained its production and let pnces fall 

The consequence to the manufacturets ivas that, when revnnl 
came the prices of their raw matenak averaged about 25 per cent 
above 1913, whereas the pnces of what they had for sale remained 
about 63 pet cent abo^c (Other mdmtnal taw matcnals had much 
the same price cxpcncnce as did crops ) This increased margin of 
fered a substantial profit incentne It also permitted the payment of 
wages considerably above the preivar level While wages had been 
reduced during the depression they had not gone down as npidly 
as the cost of hnng Wage earners therefore had a greatly enlarged 
purchasing power with which to buy manufactured products Manu- 
facturers were encouraged to produce these products not only by 
the wider profit margin ansing from the low cost of matcnals but 
also by a gain in technological efficiency, which reduced unit labor 
costs 

If the outlay of consumers m the United States is stated m terms 
of constant purchasing power by taking account of the course of 
retail prices it actual!) grew $3 700 000 000 between 1920 and 1921 
and another $3 200000000 between 1921 and 1922 Such an active 
demand naturally stimulated enterprise Important specific factOR 
may also be identified The automobile industry was a new one, and 
experienced a rapid growth The investment in its factories and 
machinery plusthesaleof its products yielded a growing amount of 
employment and wages The same result flowed from the rise of 
other new but less important industries such as radio Meanwhile 
there was a long continued boom in the construction industry, 
which not only made up for the shortage of building during the war 
years but continued to satisfy an expanded demand The activity 
of construction naturally stimulated the manufacture of building 
matcnals and the activity of other industnes indirectly dependent 
upon it 

Between 1922 and 1926 the output of Amcncan industry meas- 
ured in pin sical terms grew about X4 per cent A steadily expanding 
outlay by consumers supplied the market for that portion of these 
products which was destined for consumer use The lemaindci was 
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absorbed by the demand for bafldings, machinery, and other cap- 
ital goods which was provided b) an annual total of new mvest 
ment which inaeased from $io,cx»,ooo,ooo in 1921 to about 
Si6,coo,ooo,ooo m 1926 During the same penod technological ad 
«ncc was unusuallj rapid, the average output per wage earner in- 
aeasing more than in any previous years of which there u record 
Prices did not change matcnallj, but evinced if anything a declining 
tendency There was no evidence of credit inSation A moderate 
advance in wages was registered Profits a\ eraged high and dividends 
grew rapidly So favorable did the situation look to most contem 
poraty economists and businessmen that many believed prosperity 
would continue indefinite!) 

The fact is of couRC that it did not do so Many reasons have 
subsequent!) been advanced to account for the collapse Although 
no one can be quite sure where the trouble onginatcd, hindsight can 
point out a number of rather obvious sources of danger In 1927, the 
construction boom began to taper off There occurred in that year 
not only a drop m new construction, but a reduction m new invest 
ment m producers’ goods Thus the pnvale capital investment 
which had been a stimulating factor began to waver In the same 
year, the total outlay by consumers showed the first drop since re 
covery bad begun There were also signs that the automobile in 
dustry was approaching the limits of its rapid growth It was ceasing 
to be 3 “new" industry and was becoming stabilized 
These important dangersignals were cither untnown at the lime 
or were disregarded because profits remained high and the pnees of 
shares were shooting upward m a speculative stock market boom 
The speculative fever and the free spending which it stimulated 
doubtless had something to do with the temporary recovery that 
followed the 1927 recession Nevertheless, building construction 
continued on a downward course, and other types of production 
turned downward months before the crash on the slock market 
\\Tifle the events in M'all Street no doubt made the ensuing de 
pTcssion more senous than it otherwise would have been, they do 
not appear to hav e caused it Nor was the depression caused b) any 
decline in profits or by any sbd.cning of technological advance 
o 
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Pnces showed no apparently mBahonaiy tendency Nostnngcncj of 
bank credit affected business activity aT least until long after indus- 
tnal production had begun to fall The causes whatever they were 
w ere more fundamental than any of these 

Such figures as \vc have indicate that the purchasing power of 
consumers was not keeping pace with the capacity for making prod 
ucts offered for sale to them Technical improvements permitted 
manufacturers to turn out a greatly enlarged product with fewer 
wage earners than before the war For the first time m the histoiy 
of this country the number of wage earners engaged m factories 
actually declined dunng a penod of prospenty The numbers m 
agriculture also becarde fewer Employment m other occupations 
expanded enough at the same time so that there was no serious ensu 
of unemployment but a substantial amount of )oblessness neverthe- 
less existed Those wage earoers who had )ebs enjoyed a purchasing 
power somewhat increased by higher wages and lower pnees but 
their gam was not so rapid as the macase m the margin between 
costs and sale prices and m the enhancement of profits At the exish 
mg levels of real income available to the mass of consumers the 
markets for such expensive products as new houses and automobiles 
apparently became saturated At that point expansion of new in 
vestment in these industries ceased and this m turn reduced con- 
sumer income and outlay This u a bncf summary of an hypothesis 
which cannot be proved but which is in apparent conformity with 
such facts as arc available 

How does the situation after Ibis war differ from that m the 
twenties’ Not only is there doubt that pnvate enterprise, unaided 
by planning or governmental measures will be able to avoid an 
eventual depression but also a good deal of skepticism that it can 
even maintain expansion for as long as sue years as it did after 1921 
The productive capacity of the country the volume of employment 
and the national income have all been increased tremendously dur 
ing the war While we need not expect that all those m war indus- 
tiies will wish to continue to work for wages production and the 
national income will have to remain at a level far above anything 
known before the war if there u not to be a brge amount of unem 
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plojTncnt It IS uncertain i^hcthcr there will develop this time a 
dispant) between the pnecs of raw matcruh and the pnees of fin 
ished products liVc that which enhanced the profit mccntive after 
the bst war It is also uncertain whether the purchasing power of 
labor wall be sitnilatly inaeased Above all, there seem to be no new 
industncs which can play the role of automobiles, radio and others 
in attracting investment and eipanding cmplojincnt Airpbne pro- 
duction, even wnth (he best possible fortune, is certain to suffer a 
considerable shnnVage 

There is a possibility that industry can be actne until deferred 
consumer demands are supplied But this is hardly likely to take 
more than two or three years No doubt there will be a revival in 
homing construction, but it u uncertain bow long a building boom 
can last unless we go tn for rebuildingcitics and slum clearance on a 
Urge scale, as other nations are likely to do Reconstruction m for 
eign nations will stimulate exports of steel and other capita) goods, 
insofar as loans ate extended to finance these eeports. but w e cannot 
continue long to sell more goods abroad without buying mote m 
exchange The ability to do this depends m turn on the size of our 
domestic market We cannot rely on the rest of the world to guar 
antee prospenty in the United States Rather, we must insure pros- 
penty m the United States m order that the rest of the world may 
thnvc 

We have one great advantage winch did not exist after the bst 
war There is now some apprccolion of the fact that a problem ex 
isls, whereas then few gaieany thought to the matter Also there 
arc now better formulated ideas concerning the nature of the prob- 
lem These ideas, loo, rest upon a much larger bodv of statistical 
knowledge During the bst war, not even the best tnformed experts 
had more than the vaguest idea of the size of the national income, 
the amount of consumers’ spending, the numbers employed and 
unemployed, or the total of new capital saved and invested TJiough 
out intbrmation in these fieWs is stitftar from perfect, it is suffTcicnt 
to offer us something to work with in analyzing the problem IE all 
this mental equipment is to be of any me, it must, of course, be ap- 
plied in terms of national policy There arc now substantial forces 
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representalne of bbor managnnent, an3 agncnlhjrc which are 
concerned that this should be done. Though public opinion is still 
far from being ah^e to the issues un-olved, it has enjosed a hTjcral 
economic educahon during the past quarter<entuij and is no* 
unresponsis-e to new ideas 

Those at work in the field have alreadj indicated how wt mar go 
to work to understand the situation in terms concrete enough to 
make mtelhgent discussion of pohc) possible The first thmg to do is 
to make an eshirute of the size of the bbor force which is likdv to 
want paid emplovment in some given j-eat when the war b over 
Popubtion figure from the Census Bnreau o6ct the basis for doing 
so Estimates maj difier in detail according to the assumptions em- 
ploved, but the discussion is taken out of the realm of mere guess, 
and IS luruted bv a fairU rumjw range of probabibhes ^\ c have a 
figure for the mono value of the total product turned out bv those 
at work in a prewar vear Therefore we can tell what would be the 
total product neeessarv to provide emploj-ment for anv given num- 
ber of persons after the war if pnces and produetmtj had cot 
changed The estmute must of course be mcieased bv an allowance 
for the growth of production pet worker Estimates of this growth 
nu} be based upon past espenence ADow^nce can also be made for 
prKC changes, as well as fur any change m the length of the working 
week. The final result ol all these estimates is a figure for the amount 
which it would be nece ssa ry for the nation to produce if ever) body 
seeking work were to be cmplojed. 

\\ ith such a figure m baud it n possible to proceed to the next 
question — namel) where the purchasing power to absorb the req- 
uisite total of product a going to arise. Expenditures ma) be ebs- 
siBed under three mam heads Fml. fliere is the spending of indiv id 
ual consumers Second there is the spending bj business for new 
capital goods Third, there is the spending b) go v ernment To- 
gether these three sources of spending must prov ide enough money 
to purcJiase the total product If they do not, some of those seeking 
cmplovment wall be out of woiE 

It appean axiomatic that, i»o matter how much is produced, 
enough will be paid out donng the process of production so tliat 



Need We Have a Depression^ 197 

ftc recjpicnb of this income, talen as a whole, will have enough 
money to buy the total product. The selling pnce of any article is 
made up of all the costs that went intoib production, plus whatever 
profit ma) be made All the money tcccncd for its sale is therefore 
distributed tr) somebody and can be spent Even the government, 
as a Tcapient of taxes or loans, comes into this picture The over 
simplified form of traditional economics would have assumed that, 
since sufficient purchasing power must exist, it would all be used, 
and the total product would be bought According to this theory, 
the only problem of supplying full employment was to obviate fno 
tion or obstructions in the marVels for the purchase and sale of 
goods and m the formation of pnccs Mote realistic students of our 
economy have observed, however, that the existence of sufficient 
purchasing power does not ensure that it will all be spent It is quite 
obvious that the amount government fiends depends upon dcci 
sions that often are not closely dependent upon the amount it 
collects It IS also true that the amount business invests is not de- 
termined solely by the purchasing power at its disposal, but rather 
by Its estinute of the chance of profitable return on the invest 
ment 

One estimate of how much busmess and gov emment are hlely to 
spend may be based upon their performance m the past If we as- 
sume that their spendings will beat the same proportion to the na 
lional income as before the war, we can arrive at an estimated total 
for (heir expenditures under a national income big enough to pro- 
vide full employment after the war The remainder must then be 
spent by the individual consomen, if enough is to be bought We 
can discover how much will be avaibblc for the spending of indi 
vidual consumers on the basis of the estimates made for the other 
figures But, of course, consumers save as well as spend If their past 
savings habits persist, they will not spend enough to consume the 
whole product 71ie t«uU of almost any calculation litc that out 
lined indicates iJiat there must bca clian^c somewhere in^past habits 
if anything hlc full cmployincnt rs to be maintained, given the high 
productive capacity which will exist Eitlier business must invest 
morctlian it has been in the lubit of doing, or the government must 
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spend more, or consumers most save less Of course, some combiru 
tion of the three might turn the tncL ' 

The Natjorul Planning Assocution — a nongovernmental non 
partisan organization controlled by prominent businessmen labor 
leaden and agncultural leaders — has made an interesting attempt to 
budget the entire national economy for full cmploj-ment using the 
t)pe of method outlined The speafic figures it presents are tentative 
and may be accepted or rqected b) others but they serve to iIlu^ 
trate the nature of the problem It calculates that the total labor 
force in 19,0 excluding those who may be lemporanly unemplojed 
while moving from one job to another will be approximately 
60000000 The national product of such a force, it estimates at 
Siyooooococoo on the basis of 1941 pnees If business invested as 
large a proportion of the total product as it has done in the past, its 
spendings under an income of this size would be approximately 
$1^000000000 Governmental expenditures calculated on the 
same assumption but modified for the additional costs which w 31 
follow the war such as interest on the national debt, brger military 
establishment and $0 forth would be about $25^00000000 The 
remainder or $120600,000000 must be spent by individual con 
sumers if tbe account u to babnee 
Consumers will receive if the national product is of this size and 
if business and government make the estimated expenditures, total 
income pavmcnts of $151 zoo 000 000 After pa} mg taxes they will 
presumablv save something Assuming tax rates to be unchanged 
from 194^ and saving habits to be the same as before the war they 
would have left to spend about S99800COOOCO Tins compares 
with the required spending of $1 ■•0600000000 Obviousl), it is far 
from enough This divcrepancy shows up on the other side of the 
books in two items — fint an excess of individual saving over the 
amount drawn by business from such saving for new investment, 
and second a surplus in the budget of the Pederal government 
Inspection of such figures docs not lead to any assurance that the 
problem will solve itself without the adoption of approprute pol 
icies Somehow or other a babnee between income and expenditure 
must be achieved if high employment u to be maintained Taxes 
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may be reduced, thus leaving consumers more to spend, and at the 
same time go^e^lme^t may spend more These two chang« to- 
gether might serve to compensate for a dcSciency m pnvate invest 
ment It IS an abstract possibility that business investment would be 
so much higher than in the past that no change would be required 
m the other items This, tiowcvcr, docs not seem lihely At least it 
would be prudent to keep accurate mformahon about the \ olume of 
pnvate investment, to forecast its future, and to be prepared to ad 
)U5t other types of spending accordingly Naturally, all the figures in 
question mil be subject to correction when the crisis approaches, 
and may be estimated with much grcalci accuracy after reconversion 
u completed 

If it IS going to be necessary for the government to spend more, 
there arc many things it can do which will provide useful products 
Nobody w-ants it to spend merely to provide jobs Work for which 
there is no ral derrund cither on the part of mdividiol consumers 
or in the interest of the public welfare is pure waste There will, 
however, be a legitirrutc need for nuny types of activity not likelv 
to be undertaken by private enterprue, at least without govemmen 
tal OTganiiation or subsidy New regional developments like the 
T\'A constitute one of these Slum clearance, replanning, and de“ 
velopracnt in urban regions is another Desirable extension of 
education and health services would make considerable demands on 
manpower Airports, roads, badges, and all other familiar types of 
public work could readily be expanded It is unlikely, however, that 
with the immense productive power which will exist, government 
can wisely spend enough to provide nearly all the needed demand 
The great problem, at least m the United States, will be to raise 
levels of consumption for goods and services customarily turned out 
by pnvate enterpme This will not mean that everybody must buy 
more than he wants and can use There is an immense opportunity 
for further satisfaction of ordinary needs on the part of those large 
sections ot'tfic popu&tion at tfic fowa income fcvcls 

For this purpose more is necessary than merely budgeting the 
national income and expenditures and observing whether discicp- 
ancia arc likely to aruc Something must be done to reduce the 
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pnces of generally used commodities as rapidly as the costs of pro- 
duction fall, or to increase nages in the same proportion, partic- 
ularly those in the Iom er brackets In practice, it would probably be 
easier to adopt both policies at once There are some who think that 
pm-ate industry itself will see the advantage of such a course and 
will follow it Many supposed that in the twenties it was actually 
doing so Whether it did or not, the prices of many desirable prod 
ucts were not brought low enough so that anywhere near all the 
people could have what they might legitimately ha\c wanted Hous- 
ing of high standard is an obvious example If all the available labor 
power is to be utilixed until all members of the population hase 
everything they want and should have, many things must be done 
which obviously were not done in the twenties There must be better 
organization of industnes like building construction There must be 
more accurate knowledge of costs pnces, wages, and profits, and of 
their resultant in the flow of purchasing power Monopolistic restric- 
tions must of course be removed, wherever they tend to reduce or 
obstruct the flow This range of problems is an eslremely complex 
one, to which suScient study has not yet been devoted 
In view both of the uitrmsic difliculty of the task and of the 
Ignorance, prejudice, and interest that would have to be overcome 
even if we could now be sure exactly what it would be desirable to 
do we obviously cannot give the Bnlish any firm assurance that we 
shall maintain full employment and avoid another postwar depr«- 
sion Indeed they could not giveusany such assuranceon their own 
part What we legitimately could do however, would be to offer 
them some evidence that we have resolved to proceed as rapidly as 
possible with the job and are actually at woik upon it The basis for 
such assurance does not at this writing exist cither in any commit 
mcnl of the national government or in the outlook and expressions 
of the majonty of those who now control American industry Most 
of the work so far done m this field has been unofEcul and repre- 
sentative of mmonties Some of these minorities arc potentially 
influential, but much remains to be done before it could be said that 
their views are generally accepted and are likely to guide action 
Tlic next few yean w ill be critical ones in thu respect The Bntish 
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seem to ha% e made up their minds to go in for national planning and 
ha\eoEcully committed tbcmsclscs to a full employment policy If 
ne adopt a similar course, they wall have much more conSdcnce m 
Anglo-Amcncan economic cooperation If s\e do not, they are lilely 
to conclude that v.e must cxpcnencc another depression before we 
senously undertake the job of laming our economy 


RISKS OF FULL EMPLOYMENT 


Americans are lilely to be surprised to discover that in- 
formed Bnbsh opinion fears a depresnon in the United States more 
than one in England At fint glance British economic difficulties 
seem far more menacing than ours They have to worry not only 
about the management of their internal economy, but about ob- 
taining food and materials from abroad If Americans are uncertain 
about ability to sustain full employment, should not the Bntish be 
even more so’ Does it not indicate some overconfidence on thar 
part when they assume that they will be able to achieve success, 
provided we do not fail’ 

One general comment may ly made at the beginning The Bntish 
problem seems now to be one of overcoming scarcity Their difficulty 
will be, at least fora considerable number of >ears, to obtain enough 
food, clothing, houses, and all the other essentials of avilized life 
^^^at womes Americans about the economy of the United States 
seems to be the exact contrary of this Tor many j can before the war 
w c were technically able to produce many mote goods than w e could 
distnliute to consumen through the ordinary mechanisms of the 
market Tlic war itself has greatly augmented our productive capac 
ity It IS feared that after reconversion is completed and the backlogs 
of demand arc satisfied we shall again have to struggle with un 
marketable surpluses of goods and labor To the naive mind it may 
appear more fortunate to be faced with a surplus than with a scar 
city, but in the tjpe of economy to which both nations have been 
accustomed in the past, the revene IS true Private enterprise uliliz 
mg technical skill thnvcs on scarcity It is alwa>s easy to create mote 
goods if there is a demand for them at pnccs that will yield a profit 
^0 the producen On the other band, enterprise and technology 
before the war struggled for years under the handicap of insufficient 
market demand and were unable to offer enough jobs Tins does not 
mean that all members of the popubtion had w hat they needed or 


R»sks of Full Fmploymenf 203 

wanted It merely means that we had not learned how to provide 
consumers with the ncccssarj purchasing power 
Nevertheless there are mis associated with the British full 
cmplo)Tnent program In the first place it mav not be achieved for 
any great length of time In the second place if it is achieved it 
may involve untoward consequences It is neccssan to examine 
some of the doubts concerning it which have been expressed both 
m England and in the United States 
Tlie pledge to maintain a high and stable vti\nnie of emplov 
ment was made under the most solemn circumstances The go\ cm 
ment Wliitc Paper on ctnplovment policy which contained the 
pledge was issued just before the British armv set forth to invade the 
Continent Pnmc Minister Churchill and Ernest Bcmo Minister of 
Labour addressed the troops on this occasion and emphasized this 
promise among others to crcatcabeitcrworld for thosewho should 
return Nevertheless it is charged by spokesmen ©f the Left hie 
Aneurm Bevan that this was merely a device to sustain morale and 
that if the Tones regain povver thev will fo gel the promise Some 
what similar promises were made dunng the last war and forgotten 
after it Many beheve that even if the Conscn-ativcs remain loyal 
to the goal itself tlicv will not favor the means necessary to achieve 
It Neither the rank and file of businessmen nor the propertied 
classes are inclined to support drastic change Tjjry do not realh 
understand the problem and now the war is ovrr they w ill be eager 
to abolish all state controls and stnctly to limit governmental activ 
ity llicy may find support for this attitude from a public weary of 
rationing and all the other disciplines of war 
Even if the government adopts the methods described in the 
Winfc Paper these methods may not be sufficient to accomplish the 
result Tlicv have been severely criticized not only by Soculists but 
by such keen economic analysts as Sir M ilham Bevendge Tlic ob- 
jective on which ncailv all agree is to maiiitim an expanding and 
stead) expenditure sufficient to create a demand for all the goods 
that can l>c produced TIic chief danger according (o the Keynes 
tlieorv IS tliat that part of the cxpcnditoxc of the country which 
takes the form of new investment will shrink and thus not as much 
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will be invested as is being held out of the stream of purchasing 
power by saving One of the measures recommended in the White 
Paper is therefore to ascertain m advance what the total of invest 
ment is going to be As far as government expenditures are con 
cerned, this is not difficult The While Paper recommends that the 
government obtain the cooperation of private industries m collect 
mg information concerning their investment plans Such coopera 
tion may not be easy to elicit It may be necessary to install more 
governmental regulation even to compile this information than 
business or its political representatives would sanction 

If it appears that a contraction m trade and investment is m pros- 
pect, the government expects to stimubte new pnvate building and 
purchase of productive equipment by pointing out that it is to the 
advantage of investors to do their buying when pnees arc sagging* 
and labor is abundant This is an old idea, 6nt promulgated by 
President Hoover in the United Slates early in the great depression 
It IS however contrary to the habit of most businessmen and, in 
spite of its apparent advantages is difficult to effectuate ^Vhen 
people ate worried about business prospects they are not usually in 
a mood to expand their commitments Rather tliey wish to safe 
guard their enterprises by remaining as liquid as possible and keep- 
ing on hand a large amount of ready cash Credit is often tight at 
such times and money market conditions may not be favorable for 
the flotation of new security issues Even if money is available and 
the nccessaiy policy is approved purchasers of new building or 
equipment may wish to wait until prices have reached the bottom 
rather than buying on the down grade It is particularly difficult to 
induce businessmen to increase current output on a falling market, 
for this may result in loading them up with stocks that will depre- 
ciate before they can be sold It may be easy to prove that if every 
body would follow a policy of expanding operations under such 
circumstances, all would benefit but it is extremely difficult to 
convince any given individual that others will do so Somcllnng 
more powerful than argument would seem to be necessary 
Tlie other chief instrument of stabilization outlined in the \\'liife 
Paper IS the familiar project of varying the amount spent for public 



R(sks of Full Employment 


205 


works to compcnsaJc for the fiucluatiom in pn\-ate business It is 
proposed that, when busincssisaclnc, public expenditure should be 
decreased and projects for governmental conslmction should be 
held back until micmploymcnt appears Tins has almost never been 
done in the past, and it would be etcecdinglv difEcult to accomplish, 
especially in circumstances such as those of postwar Britain \\Ticn 
business is active there is a real need fox expanded public construe 
tion It IS not likely that the British people would consent to go 
without housing and other urgent necessities in order to provide an 
advance program of public works against some hvpothetical depres 
Sion Also, it IS difhcult to stop longterm construction projects in 
mid-course 

Even if the construction industry could be expanded and con 
tracted at wall in order to smooth out the fluctuations of other cco> 
nomicaclivntics, this would not provide the necessary stabilization of 
employment As Bevendge points out, you coulcj scarcely expect 
masons or carpenters, when thrown out of work by a restriction of 
building, to find jobs making clothing or automobiles not could 
you expect factoiy workers to acquire suddenly the skill of building 
mechanics dunng a trade depression In any progressive economy 
there must always be some people changing jobs and learning new 
skills, but It w wise to ask them to do this only when a relatively long 
pcnod of employment is m prospect, and not to compensate for the 
swings m the trade cycle 

In the United States it has been su^csted that a better objective 
would be to stabilize the constiuclion industry itself This alone 
would be a difficult task. Unless the private sector of the industry 
could be much better planned than in the past, this endeav or w ould 
encounter the same objections to the variation of public expenditure 
on conslmction In a previous chapter we have etammed Sir Wil 
lum Bevendge’s program, which aims not at compensating for the 
booms and depressions of pnvalc enlcrpnsc but rather at ehminat 
ing them b> advance pbrntiag admuustcfcd through a number of 
new gov CTnmcntal activities llicrc is little sign that British business 
would favor such drastic changes as he proposes Socialists m the 
Labour Patty arc not satisfied that even the Bcvcndgc program 
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tt-ould be sufficient They belicse that before the end can be at 
tamed, it si-fll be necessary to nationalize all the industnes which 
form the backbone of the cconom) so that long term public policy 
mav be reallj effectuated 

All these are theoretical considerations which may have little 
meaning in the actual circumstances lilttly to confront Great Bnt 
am for some j cars after the war Indiindual purchasers w ill be eager 
tobuyocrs-thingfhatcan be made for their consumption Gos-em 
mental reconstruction will ncccssanly invoh e large expenditures sus- 
tained over a long penod and export demands for relief and repair 
wall be urgent For a transitional penod of p«haps five or six jean, 
full cmploj-ment will be the natural result, cntiiely aside from any 
intricate plan to assure it Indeed, there is likely to develop a short 
age of manpower The considerations which we have been examin- 
ing will probably apply only when the transitional jean draw to a 
close One conaete danger to be anticipated at that time has been 
pointed out bj The ( London ) Economai What will happen to the 
construction industry when the rebuilding of Bntain has been com* 
pleted and the brge housing program begins to taper off? The Eeori 
omist argues that, m order to avoid a slump at this juncture it would 
be well not to proceed too npidly with too ambitious a building 
program It would require a good deal of optimism about the fore- 
sight of the Bntish people, however, to suppose that m response to 
such counseb of caution they w-QI not demand all the new houses 
they possibly can get in the shortest possible time 

Theoretically there is no necessity lot the disaster which The 
Economist foresees actually to happen Ji the time ever comes when 
Bntam no longer needs a large volume of new building, the con- 
struction workers can be emplojed nuking something else that is 
wanted If, finally the people really want no more of anjihing that 
can be turned out by productive bbor, they can enjoy an unprece- 
dented amount of leisure, recreation, and artistic pursuits Such a 
Utopia, however, could scarcely be nuintained without quite a dif 
faent economic organization from any to which we are accustomed. 

\Vh3 tever the inadequacy of any spectfic set of measures proposed 
for achieving full emploj-ment, it most be remembered that the 
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poTilscal bacVground of the discussion m Bntam is quite different 
from that in the United States Amencans who object to measures 
advocated for the purpose in view are lUdy to do so in order to 
strengthen the doubt that fulJ cnipIo)inent can be achtoed and to 
prose that the effort to achicse it is not a suitable guide for govern 
mental polic) In Bntam history has precluded this sort of conten 
tion The discussion concerns rather which party or group in the 
community can be trusted to seek the aim and which sort of method 
had best be applied The aim itself has been accepted 

If the arguments of those who most severely criticize the war time 
While Paper are valid, what they prove is not that full employ 
ment IS impossible, but rather that it cannot be attained without a 
brge measure of socialization or, at least, of more governmental in 
tCTv cntion than the Conservatives ate walling to favor For the Con 
servatives toatgue that full employment is incompatible wnth pnvate 
enleipme would be to confer a political advantage on their oppo- 
nents, who are stnvnng to prove prcasely this point It would be 
difficult for any political leader in Bntam to eonvnnce a majonty bv 
contending that pnvate enterprue is so desmble m itself that the 
nsk of depression and mass unemplojTnenl must be incurred in 
order to preserve it Those who have suffered from unemployment 
m the past and mav be subject to it in the futurtate not long likely 
to remain convinced that freedom for the seeker after profits is idcn 
tical with freedom for the worker, if the latter is not to have the 
opportunity to cam a hving 

As a consequence, it is obvious to ncaily all that if those who sup- 
port a pnvate enterprise economy retain any power, they can use 
it only on condition that they can devise and apply means of prev ent 
mg nncmploymcnt If m the long run Ih^ are unable to do so, polit 
ical power will probably pass into the hands of those who believe 
it necessary to restrict private enterprise or even to abolish it alto- 
gether Stubborn and opiniorutcd though Bntish Conservatives 
often arc, they have also shown a genius for compromise by the ac 
ceptance of new social institutions m order to avoid more drastic 
conflicts Wiat « likely to happen, therefore, is that a real effort 
Will be made to stabilize employment, no malta what party is in 
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power, and that wfhalcvcr proves to be necessary will ultimately be 
done 

The danger that full employment may not be achieved seems to be 
negligible m the short run and even in the long run the interplay o( 
political forces is of a kind which is likely to minimize it There is 
however another danger acknowledged by most of the theoretical 
proponents of full employment policies This is that a condition of 
full emploj-ment once attained might not be perpetuated because 
It would by its very nature generate economic forces which would 
undermine economic stability It is feared that such a condition 
would favor inflation and uncontrollable increase of pnecs which 
would eventually lead to a collapse In Bntain inflation would be 
particularly disastrous especially if it were not simultaneously ezpc- 
ncnccd by the rest of the world because it would diminish Bntish 
crporls This in itself would cause oncmplojincnt 

Tliose who apply traditional economic doctnnes to public Snance 
expect inflation to follow large spending by the government espe* 
cially if this spending is based upon governmental borrowing Thev 
assume that this is the method which supporters of the Keynes the- 
ory expect to utilize and many of them believe that the advocates of 
a full employment pol cy themselves desire inflation and expect to 
produce it by such deficit financing It is now however fairly well 
established both m theory and in practice that governmental spend 
ing of borrowed funds does not necessarily and m all circumstances 
produce inflation if by inflation is understood a rising spiral of prices 
and the accompanying speculative activities winch eventually lead 
to a collapse Deficit spending is advocated to be sure as a means of 
enlarging the amount of pnrcliasingpowcr in circulation It may not 
actually do so if it is accompanied by a shrinkage of activity in the 
private sector of the economy In that ease its purpose is defeated 
But even if it is successful generally rising paces will not result 
unless the economy to which it is applied is already producing at or 
near capacity In that case something like full employment will 
already exist and defcit spending would not be employed to achieve 
it Tlic real purpose of enbt^ng total expenditure is not to increase 
prices but to increase production and consumption A governmental 
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fiscal policy adopted to mamtam fuH employment should not of it 
self be inflationaiy It is simpl} counlcrdcflahonaTy 

The real danger of price increases under full emplojinent is of a 
nther different sort At a time vkhen almost all ttotlcrs can obtain 
jobs and when emploNcrs are kept busy trying to fill otden, it is easy 
both for trade unions to exert their bargaining pouet to obtain 
higher wages and for business concerns to jack up their pnecs But if 
productive capacity is already being fully utilized, genuine gams 
rcgislCTcd by one group of v. oikcts or one industry can only be at the 
expense of others Higher teal wages or profits can be made only 
when productivity « increased Of coune. wage amen may gam a 
somewhat la^cr share of the national income at the experue of 
profits, but this opportunity ts strictly limited unless total produc 
tion can be enlarged 

During the war, both the Btituh and the American economies 
experienced the danger arising from this source It was embed partly 
by heavy taxation, partly by campaigns for popular subscription to 
war bonds, and partly by strict pnee and w-age controls Many doubt 
whether similar measures would be politically feasible if the pa 
tnotic stimuli w ere absent Of course, the danger w ould be less acute 
in a peacetime full-emplovmcnl economy, b^usc the government 
would not be utilizing such a large proportion of the nation’s pro- 
ductive capacity for products to be destroyed on the battle fields-— 
m other w ords, for goods that arc never olTcrcd for sale Nev nthcless, 
some means of preventing cxccssivx wage demands and pnee in 
cicpscs would have to be devised if an unwholesome nse in the pnee 
lev cl were to be a » ended 

It may be argued that (he real ilanget m such a development 
would not be that of a general and widespread nse in pnccs and 
wages, but rather that of increases m Hie sectors holding the more 
admnlagcous bargaining positions, at the expense of less fortunate 
memben of the comimimtv Obviously, if capacity production had 
shea^j been acfi/cicd and an BscaJ and banltng palter 

were being applied, ncitha the government not tiie banks would go 
on increasing the total amount of purchasing power Thus there 
could be no expansion of demand as a whole m relation to supply as 

r 
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a whole, and general mSahon could not occur WTiat would happen 
instead would be that the strongest unions and the more favorably 
Situated businesses would enhance their rewards at the 'expense of 
those who found it more difficult to increase their incomes and jet 
w ere being obliged to pay higher pnces for what they bought Those 
who would suficr would be penons Ining on pensions and other 
kinds of fixed income, civil $cr\ants, and emplojees in more highly 
competitive industnes Eventually, the more powerful groups might 
“pnce themselves out of the market ' so that unemplojinent would 
increase In such circumstances, the standard remedy of expanding 
the total of purchasing power would be inappropnate In anv case, 
the outcome would be just as undcsirablcas infiation itself 
As far as wages are concerned, one possible remedy would be the 
application of wage ceilings enforced by government This remedy, 
however, could scarcely ^ applied without the consent and the 
coopention of the labor movement, except in a political dictator 
ship which was ready to suppress the unions Labor's consent to 
wage ceilings can be obtained dunng war, as has been proved m 
both Britain and the United States, although the unions may differ 
from other interests as to where the ceilings should be set In time of 
peace, this consent would be far more difficult to elicit, especially if 
private enterprise persisted and the cmplojers were making profits 
Bevendge suggests that the unions could be induced to accept, as an 
accompaniment of full employment, universal arbitration of their 
wage disputes, on condition that the emplojcrs were required to 
adopt standard accounting procedures and make full disclosures of 
their profits to the aibitraton In these circumstances, arbitraton 
could justify to the wage earners any refusal of demands which 
could not be met out of existing profits, and which would neces- 
sitate increase in the pnces of the product It is not out of the ques 
fion that some such sjstcm would be acceptable to bbor, and that it 
would serve the purpose, provided trade union ducipline were 
strong enough to check unruly and self seeking factions 
Pnce T^btion would also follow as a matter of coune Tlieoret 
ically, it need not be applied in the more highly competitive in 
dustnes But it certainly would be required m industnes controlled 
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by monopolies or characterized by monopolistic practices Bcstndge 
males the point that whether we hasc full cmplo^-mcnt or not 
something must be done and undoubtedly wall be done, either to 
bfcal up monopolies or to control them in the public interest F ull 
employment would not create thu problem but would simply ren 
der its solution more urgent It also may be true ashesass that once 
a large market were assured and the mk of depression were mini 
mized business would have much less motive to resort to restne 
tions of output For such rcstnclions ate often adopted as a protcc 
fion of financial sccunty in the face of insufficient demand rather 
than as a means of gaming scarcity profits Certainly it would be 
easier to convince producers that they stood to gam from large pro- 
ductionandlott pnccs if they could besure of steady and expanding 
purchasing power for their products 
Pessimists believe that human habits cannot be changed and 
hence arc skeptical of new institutions which « ould not operate « ell 
if men and w omen behav cd under them as they ha\ e done under old 
institutions It is indeed wishful thinking to suppose that people 
will suddenly begin universally to obey the Golden Rule Neverthe 
less it IS quite unscientific to suppose that ways of thinking and act 
»ng have no relationship to the cultural environment in which men 
exist Tlic bargaining habits of trade unions and the restrictions of 
output by both labor and management arc natural responses to an 
economic environment m winch there is little scciuitv which is 
sub;ecl to long periods of misfortune and m whtcli tlic means of 
life do not expand rapidly enough to offer reasonable assurance of 
the satisfaction of ordinary wnnls Tlicsc habits would doubtless 
tend to persist for awhile if the environment were changed but 
tlicrc IS no reason to-supposv that more suitable modes of behavior 
w ould not m the end arise from a diffacnt t\ pc of experience 
Any thinking person can sec fliat it would not be for the self 
interest of any organization of labor or group of employers citlict to 
mdtifc jnJbtJpo£<rt£»^nfiwtt»f wasJb sis jkIvivV 

In cxploitaljon of its power It would not be ncccssiry m a full 
employment economy to inculcate cither a passive submission or i 
saintlike self abnegation m order that the system might operate 



212 America's Stake in Britain’s Future 

with reasonable satisfaction It would merely be necessary to bnng 
about teamwork under a new set of rules This would not be easy, 
but if certainly would not be beyond the bounds of possibility. 

We have not, however, exhausted the list of possible dangers to a 
full employment economy There is another which is more subtle 
and is less well understood by economists themselves, but which may 
lead to unexpected trouble It is su^ested by what happened in the 
American economy between 1922 and 1929 On the surface, it 
looked as if this economy were in a faiily stable condition of equilib- 
rium and would remain prosperous without senous interruption It 
certainly was expanding There was no apparent dispanty between 
savings and investment Demand was active, and inflation of any 
ordinary sort was absent Prices in general were steady while produc- 
tion and consumption increased There was a moderate amount of 
unemployment, but this did not seem to offer great danger to the 
future, and it might have been obviated if the government had se- 
nously tned to do so Yet subsequent experience seems to prove that 
internal flaws were all the white developing A distortion of one 
kind became exceedingly obvious when wild specubtion developed 
m the capital markets, but (his was probably not the only or even 
(he mam cause of the subsequent depression 

Without any* detailed anaUsts of what happened during Hie 
twenties, it IS possible to infer that distortions were developing in 
the fabric of prices, wages, costs, and profits, which would not havis 
occurred if the delicate and prompt adiustmcnts postulated by the 
equilibrium theory of classical economics had been at work Our 
economic institutions had become so rigid and immobile as to pre- 
vent the necessary adjustments If this was the case during thepenod 
m question, would not a simikir concealed imbalance be all the 
more likely to develop in an economy characterized by full employ- 
ment, deliberately mamtamccl’ And if such an economy began to go 
downhill, would not an attempt to shore it up by the prop of 
purchasing power, arbitrarily introduced by the government, merely 
a^ravatc its internal mahidjustinenis and postpone the day of 
reckoning’ 

Some economists have contended that depressions arc necessary 
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in Older to bnng about readiustments rn the fabnc of prices and 
costs which wall permit new expansion of production under the 
impetus of “naturar forces of demand and supply Dunng a penod 
of prosperity, they argue, distortions dcsclop which cscntuallv 
necessitate a reduction of output and cmploj-mcnt If then depres- 
sion IS not allowed to do its wotU the economy cannot get under 
way again Measures to stabilize specific pnees or to present hquida 
lion of capital structures or ocn to mitigate the effects of uncm 
plojmcnt arc therefore obstacles to endunng recoscry It is quite 
concci\-abIc that these economists ma) be correct, gis cn the assump- 
tion that the economy is to be left in the mam to the equilibrating 
forces of a free market Nevertheless the recent expcncncc of depres- 
sion indicates that human beings will not allow deflation to proceed 
to its logical end The amount of msecunt} and suffering msohed 
forces democratic governments to intervene Those m a position 
effcctuall) to demand relief or protectron w ill get it 
But if maladiustmcnts cannot be corrected bj “natunl forces,” it 
does not follow that they do not need correction A pohej which 
stops at creating more purchasing power m the aggregate will not 
ncccssanl) compensate for the rigidities of pnees and costs and the 
immobilities of capital and bbor which develop within a modem 
sj'stcm of private cntCTpnse Some device, or s>‘stcm of devices, must 
also be applied which will do for the integration of the economy 
what market forces have failed to do, if a sociall) desirable alloca 
tion of labor and capital is to be approximated Otherwise we shall 
be m the position of applying forced draft to drive an engine that 
has worn Out licanngs and IcaVv valves 

In that ease governmental spending to macase emplo)mcnt, 
whether supported b) borrowing or bj taxation, might fail to 
stimulate private enterpnse, it might on the contrarj aggravate the 
obsticles in the way of hiithci activity It can cogently be argued 
that there would be no great danger m an increased national debt as 
long as the total national income increased proportionately , but the 
argument would not hold if business spending should shrink more 
rapidly than governmental spending expanded If it did so, govern 
merit would have to take over a brger and brger share of economic 
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actiMty in order to minimize nneinplo)'ment In the end it would 
still be faced with the problem of adjusting pnces, costs, and pro- 
duction within the economy in such a way as to satisfy needs in the 
order of their urgencj 

Again the answer may be made as in the case of monopol}, that 
the solution of this problem is no less pressing even if the t)pc of 
full emplo)ment policy advocated m Entain is not attempted It 
will arise in anv case Any future depression as severe as that of the 
thirties is sure to bnng about state intervention of some bnd, and 
this intervention may be of a nature far more drastic than that 
which supporters of the Keynes thconcs now advocate If the argu 
ment m question indicates the inadequacy of a compensatorv fiscal 
policy, it docs not prove that the absence of this policy is any better 
Rather it proves that something more would be desirable It does, 
however suggest that those m Bntam who are confident that the 
conect means of preventing unemployment are already known and 
need only to be applied have less reason for their confidence than 
they believe 

The practical choice confronting both Entain and the United 
States IS not that between a completely free” and self-compensat 
mg economic order and one which is controlled in the interest of 
maintaining full cmploj-mcnt Tlic order we have is not wholly free 
and IS not self-compensatmg Nor does there seem to be much 
chance of rendering it so One instrument after another has been 
adopted to control its working in one aspect or another, or to com 
pensate for its failures If these agencies were to be destroyed the 
need for them would not disappear Nor is there much likelihood 
that they will be abolished We shall simply have to accept the 
patent fact that the system u not self regulating and is likely to be« 
come less rather than more so The real choice open to us concerns 
the nature of the controls and compensations which ought to be 
tned 

At the present stage of knowledge, it is impossible cither for 
Americans to be sure that they can avxnd another depression or for 
the Bntish to be confident that they can do so, barring interference 
from us But that does not mean that there may not be a teal dif 
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fermcc in the polices of the tw naboiis or that the Bntish his-e no 
jest grounds for thar apprehension They, both ofncaH) and as a 
people, recognize the existence of a problem and arc prepared 
scnously to attempt to soKe it They base set their goals and are 
ready to proceed Many in the United Slates talk and «-nte as if 
Ihe'c were no problem, onlcss those who are trying to solve it are 
themselves the problem Amencan conservatives seem to assume 
that existing institutions have worked satisfactorjlv m the past and 
win continue to do so if onlv we refrain from altering them TTic 
Bntish are entirely lOStiSed m feanng the consequences of this at- 
titude It IS certain that we shall have a depression if we begin by 
supposing that it u necessary to do nothing to avoul orre except to 
do nothing The British may also have an mternany generated de- 
pression, but they ate not so LTcly to have one. and ate much less 
likely to have a severe one. because they are wdlrng to accept the 
nslcs cf a fun-employment policy The two nations would certainly 
do much better if they would accept these nsks )OintIy than if one of 
them set oS la the other direction. 



ONE WORLD OR TWO? 


In conducting the war and devising tlic political macliinery of 
world security, the custom is to speak of the Big Three, the Big 
Four, or the Big Five powen These terms are justified in terms of 
manpower, strategic posihon, or military potential NVhen it comes 
to economic importance in world trade, however, there arc only a 
Big Two The United States and the United Kingdom arc so fat 
ahead of the others in exporting and importing capacity that what 
they do wall determine the course of the world economy for years to 
come Germany and Japan once rivaled them, but the productive 
power of both has been ruined, and will be re<reated only m the way 
and to the extent permitted by controls m which Britishers and 
Amencans will be infiuentui 

China has great undev eloped resources, but will for a long time be 
almost negligible as an exporter and cannot finance her owti im 
ports France, even before the war, was only in the second rank as a 
commercial nation and will have little ability after it to determine 
the international trading and financial policies of others She would 
be unable to reverse any tendency established by the United States 
and Bntain in unison If they diverge, she will probably be found in 
the camp of one or the other 

The Russian economy is the only one which now approaches 
either the Bntish or the American in industnal capacity In the 
future it may very well outdistance them both Nevertheless, the 
Soviet Union aims to be as brgely self contained as possible, and 
normally has a minor necessity either for imports or for the exports 
necessary to pay for them Her rcconstniction requirements will be 
large, but she has only a moderate capacity to buy them except by 
means of credits which must be extended, if they are extended at all. 
by Bntain or Amenca Her economic policy is such that she prob- 
ably never will have an over all export surplus in the sense in which 
the United Stales has had one for many jean Russia contains no 
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proSl seeling pn^’ale inicrcsis nhich nish to grow by exploiting 
foreign maiVets Not is she lilel) to h3\e large export surpluses of 
particular commodities for some time to come I Icr object is to use 
her whole products e power to mcrcasc military secuntj and 
domestic liMngle\els On the other hand her resources arc so great 
and vaned that, unlihc Bnlain, she is not lihely to become per 
manently dependent on brge imports of food and raw matenaU 
which cannot be obtained walhm her borders 

If the United States and Dntam follow harmonious economic 
policies, therefore they will for a long period constitute a center of 
grasit) about which the orbits of all other nations must swing Tlic 
economic fortunes of (he world will he largely determined bs the 
degree of prosperity which the two great trading lutions are able to 
achioc and maintain The outcome wall exert political and military 
as well as economic influence on the future Wise and beneficent 
Icaclenhip on the part of the Big Two can promote good will and 
providea lolumeof increasing satisfactions winch will minimize the 
chance of war or cml Moicnee Cultural advance of all the nations 
will haieits opportunity. and beltcrmstitutions may dmclop If, on 
the other hand, tlie Dig Two incur economic disaster, new dmsions 
will be promoted They may in that case cease to be the Big Two, 
and must sunendet tlicu leadership to others, pcihaps to Russia 
Tlic interests of these two nations require, not only that they act m 
harmony, but that that action be successful m promoting gcncnl 
economic welfare 

At the moment it IS far from certain however, that they will even 
liavemulualh harmoniouscconomicpohacs Tins book constitutes 
an efiort to explain why this is so, and upon what factors the out 
come depends To stimmanzc bncfly Bntam, with her comptc' 
hcnsn-c program for domestic reconstruction and her decreased 
means of hti\ ing the imports which arc necessary to her subsistence, 
must expand her exports ol gootls by Iwlf or more She is not willing 
totaleany tmneccssarvclianccsonthcabihty todoso TlieUmicd 
Stales IS pressing for greater freedom of inlemalional trade with 
removal of tanfTs and otlicr bamcis and for miiltibtcnl commerce 
on the basis of competitive private enterprise Bntam would prob- 
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abl) be willing to ag*ee to tha p 'o grj m if sbe could be sure of two 
things First, she wants to be ceitam that the United Stales sriH not 
engage in unfair compebbon for eeports, by subsidies or ether 
means of selling more than it burs Second, she wants to fed con- 
fidence that the Umted States will not n-m her export maiiets by 
cipenen'ung an economic collapse which will impmcrrsb Bnbin's 
foreign customers If the Unit^ States esmees a tendency to do 
cither or both of these thmgs. Bntatn will be compelled to try to 
safeguard her purchasing power and her export markets bj barter 
agreements exchange control, tariff and quota sjstcms, and ether 
dences which wiD tend to insulate the membea of her sj-stem from 
the Amenan economy 

The choice Bntain makes wiD depend not on the persuasion of 
words so much as on the compulsion of es-ents Opinion within the 
nation extends all the way from doctnnaire adhemts of free bade 
and lamez fane to those wbo behest in planned intemaboml 
bade conducted bv gmemmental bu)irg and selling, no matter 
what the policy of other conntnes But the debate is not earned on 
m a vacuum The decision u not a matter of aesthetic or logical 
choice Let ta suppose that because of the recognixed desinbihty 
of imaiung fnendly with the Umted States. Bntam consenb to 
work toward mulblateral bade wi*hout discnmuiabon Then let us 
suppose that, because of msuSaenl imports by the United States, 
world bade falls off, Bntain cannot oport enough to buy what she 
reeds, the exchange value of the pound is endangered, and she snf 
fersscvc'eonemplojTnenl No matter what iheones are held, public 
prtssu-e win compel the adoption of mcasuits for p'Otection Those 
who base adiocated such mcalurcs will rise to scab of power, if 
the> do not already occupy them It must be remembered that, cs-cn 
though Brcttcn Woods is ratified, any nation can withdraw from 
the InlcmationalMonctary Fondatany time, as long as that nation 
fulfills Its financul obi gations 

Those Englishmen who a^guc that cooperation with the United 
States u essential and hence that a restoration of uncontrolled trade 
should beattemp’ed would bema rerj weak position if this course 
seemed to invoKr relinquishment of full employment and danger 
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to the na hona] economic life There are in Bnbin, as in the United 
States povr-erful interests w hich want protection for the sake of their 
p’oSts The) are inflcential m one of the tv.o leading political 
parties — the Conservalnes who ongirully installed the s>‘stem of 
Imperial Preference The other of Uic two chief parties — the Labour 
Pam — has a firm commitment to full cmpIo\Tnent and the otha 
social reforms It docs not on theoretical grounds bche%c in free 
pmate enterprue amwas it wants a partial socialism at home and 
would ha%c no reluctance to install planning of international trade 
as well if there seemed to be good reason for doing so E%en many of 
those theorists who want to tr> to restore multilateral free trade, be 
cause (hey believe it would work better under favorable arcum 
stances, would not prefer it to an imubtcd economic svstem if close 
economic cooperation with the United Stales involved shanng an 
Amencan depression Insofar as there a a practical choice, there- 
fore, It seems to test not with Bntam so much as with the United 
States We may be able to restore a free world trading sj'Stcm with 
Bnlain’j help if we maintam full cmplo)7ncnt at home as well But 
we can hardly reach the first objective without attaining the second 
A split between the two countries in economic policy, involving 
as it would both domestic and international measutes would extend 
through the world Those nations which are turning to full em 
ploymcnt and planning in their domestic affairs would naturally be 
in the Bntish orbit The system would include the British Empire 
and dependenoes, all the Commonwealths with the possible excep- 
tion of Canada all or most of the ruhons of Western Europe 
Specul trade agreements would link with this system Argentina 
and perhaps other lutions from which it would wish to buy m large 
quantities and to which it could sell manufactured goods m ex 
change Russia would continue to play an independent economic 
role buying what she wuhed wherever she could amngc barter or 
credits But she is committed to state trading, and would not sup- 
port the prcfaence of the United States for multiliteral uncon 
(rolled commerce. Tlie United States, together with the Latin 
Amencan states mom closely dependent on her, and perhaps 
Canada, would suSei an enforced economic isolation 
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Such a division of the world into hio trading areas could not fail 
to have grave consequences outside the economic realm The 
United States, with its enormous productive capacity, would End 
difficulty in remaining prosperous without selling to, and bu)ing 
from, the rest of the world many more goods than in the past In 
deed, the very occasion for Bntish insulation would be the existence 
of a depression in the United States, or at least the imminence of 
one In these circumstances, Americans would be likely to resent 
fiercely the restrictions placed in the way of their commerce by the 
bamets erected about the Bntish trading area Unemployment, 
business distress, and agricultural depression v.ould not be at- 
tnbuted to domestic causes, but rather to the deliberate action of 
our great trade nvals These nvals, in tom, could not avoid at least 
some of the unpleasant consequences of an Amcncan depression. 
Their troubles would be asenbed by their leaders to influences 
emanating from this country, and the effort to live without us and 
exclude our trade from other markets would be redoubled Trade 
rivalry always is embittered when there is a slump, as we saw before 
the vi^r, and the bitterness would be intensified if Bntam stood on 
one side of the fence and the United States on the other 

One important respect m which economic insecurity affects 
politics 1 $ that of imperial and colonul policy It has long been clear 
that the struggle for colonial empires has been a cause of trouble, 
both for the colonial peoples and the imperial powers themselves 
Liberals have favored the granting of independence or self govern 
ment to colonies and the removal of exclusive economic restrictions 
on their trade and development Yet after this war none of the great 
colonial empires seems ready to pursue this course Tlic British, the 
French, the Dutch, and tlic Belgians have made it clear that they 
intend to retain their empiies and rqcct any international trustee 
ship over them 

The reason is partly a desire for military security and national 
power, gravely threatened by the Axis nations in the war Fully as 
much, however, it is an expression of the need to liold together as 
large an area as possible over which uniform economic policies may 
be established Tlic British Empire is the foundation both of the 
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Impoul Preference tanffs and of the sterling area established for 
monetary stabilit) and btci cmplo\cd for exchange control 
Amcrjca is sapng to Bntam in effect Suncnclcr \onr use of the 
Cmpirc for these purposes Gi\c us and all others equal opportuni 
tics to tndc and tmest uithin sour worldwide realm on a free 
competitive basis NaturalK Bntam hesitates to consent williout 
confidence that the outcome wnll be advantageous to her Cconoinic 
divergence between the two nations would be sure to nvet the bands 
about the Bnluh Lmpirc 

Even representatives of British labor who formcrlv advocated a 
liberal colonial pohev arc now asking themselves whv tlicv should 
abandon India and other regions to capitalist exploitation of the 
Amcnan sort vvhen if thev held power thev could improve the 
condition of the impoverished masses bv tlic same sort of Socuhst 
planning which thev hope to appU m Britain Equal opportnnitv 
for profit seeking trade and investment is not on tlictr agenda at 
home whj should it be abroad’ It would be of no advantage to the 
Indians the Burmese or other dependent peoples thev arc inclined 
lo reason to exchange the exploitative impcnahsm of the past for 
the anarchic confusion of a capitalist economv suh|cct to depression 
and imemploj-ment Is there not a third and belter course— a 
course wfiichw-oiild necessitate a world vndc realm dclibcratch con 
trolled m the interest of ruing standards of living and full cniplo) 
rnent’ 

If there were a divergence in economic pohev between Great 
Bnlam and the United States for winch each nation would be in 
chricd to bbmc the otlicr and which might be accompanied by un 
employment or low standarils of living in each the argument would 
not be confined lo cool analysis of economic theories Tlie 
idcwlogical lusis for n much mote divtiubing conflict exists Amen 
can spoVesmeu would attiilmte the ills of the woiUi to unsound 
and radical"* policies iii otJier countries indeed llic<c countries 
wo ill prolnblv be acciucvl of lolatilarianisin since many Amen 
cans ahead) hue been led toI>chcvctlul it is impossible to practice 
planning without losing ficalom Inglishmcu and ruiopcans m 
tnni would attack the outdated fiscal policies of the United States 
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its adherence to a system of private interest which cuned the world 
with poverty and unemployment, its encouragement of “predatory 
capitalists” seeking to exploit backward regions, its attempt to en 
force on other nations changes in their internal regimes in the 
interest of the almighty dollar 

In such an event, the world might dnft toward an armed ebsh, 
which could be set off by the peculiarly explosive mixture of conflict 
of economic interest, insccunty, material misery, intolerance of the 
theoretical systems and the practices of others, the proiection of 
blame on these othen for internal misfortune Common sense 
might prevent so disastrous an outcome, and yet the nft between 
the two great Western peoples would offer an opportunity to other 
nations which might seek to advance their own power at the expense 
of disturbing the peace Even without any active hostility between 
Britain and the United States, lack of full ctxiperation between 
them opened the road to the nse of Nazism before the Second 
World War Division of their interests would allow the playing of 
one against the other in any new effort to exploit a balance of power 
By this means even a resurgent and revengeful Germany or Japan 
might escape the checks necessary to prevent rearmament and a new 
try for world dominion 

British advocates of a policy of economic insulation of course 
wish to invite no such disagreeable consequences They dismiss 
lugubrious predictions of this sort as mere nightmares A trading 
area pursuing a full-employment policy would be capable, they be 
licvc, of bargaining with the United States as it would bargain with 
others outside its boundaries by the application of babneed bene 
fils 'The United States already trades with Russia, altliough the 
litter exercises complete governmental monopoly m buying and 
selling Could not the nations comprising the bloc centered on 
Britain say to a depressed Amcnca “We will buy what wc need from 
) on if jou wall buy an equivalent value from m’ ’ And would not such 
a bargain prove to be acceptable, if the same amount of exports 
could be obtained by the United States in no other way? By such 
means the British policy would be proved to be a method of expand 
ing production and consumption, latlicr tlun one of restneting it 
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The Unilcd Slates might c\cn be persuaded, in its extremity, to 
adopt a full-cmp1o)Tnent program and harmonize ils fiscal and 
monetai) program wth that ol the British trading area In that case 
the v^-orld could be unified apin on a basis of economic expansion 
This might be the outcome, and >ct in the meantime %aluablc 
assets, both tangible and intangible, mould be lost It is not a chance 
uhich Amcncans, from their own point of view, should be eager to 
talc If c\ cntually they are to be compelled to follow the line w inch 
the Bntish now advocate, why not set out upon it at once ualliout 
waiting for the depression and the international friction which are, 
according to this argument, expected to bong Anglo-Amcncan har 
mony? If we begin by seehmg full employment in company with the 
Bntish, they are not so likely to embark on the project of creating a 
separate trading ara of their own If both nations succeed m main 
taming full employment, it may never be necessary to abandon the 
multilateral free trade which (he government of the United States 
now fav-oR In any event, such controls of mlemalional trade as it 
may become necessary to introduce can be truly mtemafional msli 
lutions, in which the United Slates can participate from the begin 
ning Any desirable control of output, allotment of production and 
sales and regulation of pnccs m such commodities as wheal or 
rubber, could be established on a world wide basis and could regard 
the interests of consumas as well as those of producers 

It IS a sound policy on the part of the United States to advocate 
the abolition of the prewar crazy quill of rcstnctions on world trade; 
to object to discriminatory practices, and to insist that the object 
must be expansion rather than rcslnclion of production Tins aim. 
liowcNcr, is not necessarily identical with complete governmental 
nonintervention in private business activities Trade controls may 
be expansionist instead of rcslnctiomst if they bung about enlarge- 
ment of production and reduction of prices Ihcy may be nondis- 
crimmatory if they ate adjusted to the lialinccd interests of all con 
cemed, instead of being adopted m the interest of a patticviUt 
nation or pair of nations TTicy may aidevvor to balance iiitcma 
tionaJ pajrncnts, thus creating the fundamental conditions of 
stability m cxcliange rates, by cnbrgmg the imports of the countries 
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hav^ng a surplus in their payments rather than by restricting the 
imports of those having a deficit The realm of truly international 
economic pbnning is a new and untried one, except for a few inter 
national commodity agreement Much remains to be learned about 
It The present purpose is merely to point out that mnclccnth 
century free trade is not the only possible altemalive to the maze of 
protective devices adopted before the war as defenses against de- 
pression If international planning is to be the outcome, it will surely 
be better to approach it on a global basis rather than as a result of 
bitter competition between two or more nval trading areas 

TTie logic of the argument presented in this book leads to one 
obvious conclusion It is that the cornerstone of the Anglo-American 
cooperation which is regarded as essential must be the adoption by 
both countnes of a policy aimed at maintaining full employment 
within each In one sense this is a matter for domestic decision 
within each of the nations, and yet upon it depends the gravest of 
international consequences If both pursue parallel aims m this 
respect, they can agree without much difficulty upon fiscal and 
monetary policies, international trade policies, exchange stabiliza 
tion, international investment, control of cartels and monopolies, 
and all other possible subjects of controversj It would, indeed, be a 
great advantage if Dritam and the United States would express in a 
formal agreement their mutual mleicst in full cmplojmcnt and 
(hcir belief that all other policies Ought to be assessed m (he light of 
this ambition It might even be wise to set up a joint advisory com 
mission to help coordinate action m pursuit ol the objective 
It must be admitted (hat a commitment of this sort would be dat 
ing and adventurous All the means necessary to fulfill it cannot 
now be foreseen But it would be no more daring than the alliance 
committed to war against national enemies of the two great powers 
We could not be sure w ben we lomcd our forces to seel flic defeat 
of Germany and Japan that we should succeed We could not fore 
see every strategic plan or guard securely against all the chances and 
fortunes of war We took the nsk because there was unquestioning 
agreement about the dangerous character of the enemy and the dis- 
aster that would follow his victory We proceeded to organize and 
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plan fox the purpose of svinning, om though ue hncu' it might be 
necessary to change our arrangements as the war developed and 
even though we could not predict csety mo\e of the enemy Mass 
uncmplojTnent is no less dangerous a menace to the happiness and 
peace of the world than armed conquest. Tlie fact that we arc not, 
at thebeginning, entirely certain that it can be subdued and that we 
cannot predict exactly the course of the campaign against it should 
be a spur to our resolution and our mgcnuit) rather than the con- 
trary. 

It would be ignominious indeed if the United States, after stand 
ing aside and watching Bntam skirt the edges of defeat at tlic hands 
of Hitler before we joined our forces with hers against the common 
enemy, should now stand aside in peace and passnch watch Bntam 
stru^le to cxtciminafe unemployment when it is clear both that 
she will have great diHiculty indotng so without our aid, and that if 
we join her in the endcas-oi we shall be scning our own necessities 
as well as hen. Not only that, but we shall be bencBttng the whole 
world. 



INDEX 


Age cultursi products fsll m pnets of Belgium afSIution with staling am, 

igi 78 

Agriculture British deselopmcnt of Bonn Aneunn soj 

24 relocation of 115 Bevendge Sr William 86 12S-34 

Agriculture Department of 5} aoj 205 110 program for full cm 

Airaaft production British and Amcr ph^ment 1x3-34 

lean i6x Besendge Report on Social Insurance, 

Airtransport strategic aspiects of 85-^ 

160 Bevrn Ernest 203 

Airports use of 160 Biddle Francis Attorney Cenaal 183 

Alien Property Custod an sSx BgFive the 4 

America dominant role of in «otId Be Two the ai6 
economy p 60 B lateral agreements in avution 160 

American Each Company t?6 Blateral trade agreements 73 148 

Amenean investment policy 58 Cerman 74 to stab lixe trade s}t 

Anglo-Amencan competition for con Black maAets 152 
trot of a r 161 for erports $2 for Blockade dunng Civil War 7 during 
oil 16$ for shipp ng, t6$ First World \Var 3 

Anglo-Amencan economc conSet Blocked stetl ng balances ai 39 
consei)uences of sai-is histocyof Brasil purchasing povin of 38 39 
5-18 Bretton Woods apeement 35 136 

Anglo-Amencan kinsh p illusion of 1 138 140 143 147 aiS 

Anti trust lam S79 difficulties of en BntrshFmpre rrr Empire Dntish 
forcemenE 170 Bntoh Med cal Assoeut on 94 

Argentina Br tisn debts in 21 Bntish Budget nat oiul baUnang of 126 
trade agreement »sth 73 possible Bulk buying and sell ng 30 
affil ation mlh sterling am 78 
purchasing powCT of Cadbury 32 

Atabnne pnee of 174 Canada potent 2I pos l on of 219 

Atlantic Charter s66 Captal night of 71 

Atomic energy 31 Cartel rubber 10 167 

Automobile industry Bntish 30 Cartels 168 167-83 acccks of to 

Avution assl 137-163 Britab ad techn cal secrets 173 cost of to 
vantages in 16s consumers 173-74 defin twn of 

170 d sg used as ratiorulizat on 

Baltc countres Bntish trade agree 181 division of markets bv i*'6 ef 
mcnti with 73 fccts of on null tv i“4 lampcring 

Bancor intcnutiorul ciincncy omE of research oy 173 in food 13* 
138 kinds of 170-71 pcnctrit on of 

Barta agreements 71 demand for in 171 remedesfor 181 
England 30 131 Cash and carry 16 clTect of on for 

Baruch report 183 egn investments ai 

Bases air, 16s Ceings wage sio 

tse 



Irtdex 


227 


Ccnsuj Bureau i()6 
Chaitcra federal (or corporaliofii i8s 
ChoTucal monopoly, inlcnutionil, 
> 7 ‘ 

Cfi c<J^ Tribune a 
Cl'ilc 25 

Chira undocloped economy of a26 
Cliorcliill ^^lnslon >17 20J 
CimT A\ial on Conference 
Ci\il ar Dntuh economic mtwejt* 
in 6 

Oiusrnnlr Kail%on 
Clajlon Act »-q 
Clearing agreements 7^ 7B 
Clearing unon interrmrarul tjS 

Cti 4 e area deprcjjton cn 111 
Coal decline m eiport of 27 
Coal imfujfrj pronlemi of ay aS 

Coal fion goiirrnrrenf &7 nj 

Combines 1*2 

Commerce Deparfmerf of ^8 
Commod fy agrcrmenli 157 >68 
Comniipity centerj, Pntnli plam fot, 
107-13 

Comnefilion, Anglo Am«iean ca, un* 
far >9 je to 
Competitive lend ng 57 
Congress lack of ewnomic fores gbt 

6 t 

ConvcTvat v« Party housing program 
104 

Comcnatnes R; 303 307, 319 
Comtroction. roirai of iijj 
CotTinmcn nctJiof sliitcgaiJeJ 167 
Consrimcn gnodt need for 36 
Control hv mbbet cartel 10 of avaj 
turn sto 

Controls abandoned aftn Pint UorlJ 
ar I S'* Ilntnh belief ns *5 cor* 

( mution of 4s 
Cort of I iiog. 141 
Crttm? deci ne tn erporti of 27 
Craih of t9'<) 49 

Cm' t contraction of 204 policy of * 
and Mnernplm merit 121 
Cl hi loam to 4(j 
Oieienoes, vta>'?u3tvo!V *f, >34 

nursing British doelopment of aj 
rvhtor arvl ctciI tor nationi. ij 7»~-a 


Debts British after Fmt osld U'ar, 
7 tte afso W at debts 
Dcidbration of Independence a 
Deflation, m 19 1 169 to maintain 
cutTcncj >46-47 
Demands;, itabiliution of i:q 
Dcmobdiaation ao iSS 
Oenmatfc Bntun trade agrcenenl 
*ith ■•3 

Depreciation competitne ijg 142 
14S tee also Dmuluation 
Depressed areas in fintam 112-16 
las 

Depression Amenean Brrttsh iwi cl 
i 56 British opinion of 14 14“ ef 
feets of on woflJ cconorm 61-64 
>4- mtensitv and duration 0/ 62 
result of isolation ..o 
Depression n-oild causes of 60-61 


Dqwrssions, and onemplovtnent 119- 
134 causes of 37 >.i 1S6 eScets 
of 00 »otlJ Hade 81 neceisily of 
3t2-»3 tmedeifot i94-.ei 
Dnaluation competitne 139 ef dol 
Ur >5 of franc ti of pound 14 
Development Areas 45 >>4 
Ducsiminatorv pracliew 141 144 
•45 323 eflects of to 
DofUn teaioty of 10 to 71 J41- 
r, MO 
Oonihatton OaVa 3 
Du Pont >71,174 


Fconomic cotiflicf posshility of 4 
I conom c general itafl proposed 127 
Ceonomirf The 23 .c6 
(ducation Btituh reform of 93-79 
catensonof 197 
rd leatHsn Mmistrv of no 
Idnardi Comin D 1-0 
fgipt British debts m ai 
Hcetion Hritish 194, Sj 
Fmpiie Bnttdi air bases in 162 de- 
pendence on av power 157 injub 

lion of ail) Icmtofyof not threat 
enrsJ 5 

rmploMnesit full BcsSish yl,n, 
*> 7 ~M dangers of seS-jj de- 

Peittlence of agnculture on, 154 dis 

tortions inherent in, 212 during 



230 


Index 


Nethwlands, affiliation with staling 
area 78 

Neutrality, American, in First World 
War 8 • 

New Deal 15 16 181 
New Republic The i8j 
New York Times The, 146, 150 
Nutnbon, 154-56 


Purchasing powa American, 5} 61, 
and full employment, 122, decIiiK 
of, 194 of iiti^ividuals 41, mam 
tenance of, 53 131, 153, 196, pres- 
ent raerves of igo 

Quotas in foreign trade, 71, 139, 140, 
Cerman use of 74 


Oil, Anglo Amencan competibon for, 
165 

Ottawa Agreement 7a 
Overseas Trade Department of 43 
Oxford Institute of Statistics aa 


Patent Licensing Agreements, 170-72 
Patents monopoly on 182 
Peace preservation of 3 
Pensions old age in England 87 
Person Harlow S , 183 
Peru loans to 59 
Philips N V, 17a 
Ptemiing 63 

Planning and de^oenfic freedom, 
84>8 o British 43-51, 77, 83-134. 
demonatic 184 

PEP (Political and Economic Plan 
nine) 33 
Poor Laws 120 

Press exclusion of, at Warm Springs, 


Price control 10, 43 78 210, by 
cartels 173-74 

Prices food 132 relation of to gold 
standard 12 rise of in 1919 189 
Pnonties 43 142 ^ 

Private enterprise, in avntion Ameti 
can commitment to 16a Biitisb 
attitude toward J07 
Production fall of in 1929 193 for 
full employment 196 rcstrictioiiof 
192 total increase of 20S 
Production, Ministry of 113-14 
Productive capacity American $2-53 
61 Bntish 48 inacasc of 13 194 


Productivity British and Amencaiv 
28 29 

Profit motive in foreign trade 56 
Propaganda Nan and Japanese 4 


Radar, 32 

Raw materials access to 166 177 
Raw products Bntish hek of 19 
Reconstruction agencies British 115 
Reconstruction I-mance Corporation, 

Reconversion 40, 202, synchroniza 
lion of s8 

Reforestation, 2 5 116 
Regional developments 199 
Regional planning in U 5 , 116 
Rescarcli public 283 
Restrictions m food production 256 
of trade so, 71, 169 under Lmd 
lease, 17 

Riva’^ fommernal, aggravated by 

River svstems development of 116 
Roosevelt Administration 61,74 
Rowntree 32 
Rmallics patent 173 
Rubber rututal sources of 166 svn 
thelK cartel controlled 167, 176 
Rubber cartel 10 

Rubbei Regulating Committee, Inta 
national 167 
Rural eicctrihcation 47 
Russu economic policy of. al6 219 
gold reserva of, 38 *e< cho Soviet 
Union 

Saving and iinempfojment 123 re 
duction of purchasing power bv .04 
Savinp accumulation of during war 

Scandinavian roiintiies British trade 
agreements with 73 
Scaiot) of cuiicncy ■4i-'42 
Schooli British 95 
Schnmacha f h 22 
Scotland liydroclcctiic development 
in 116 



Index 


231 


Scointy mil 1117 iso 
Slierman Act, 177 

Sli pp«ng Bnitjh daJJcCT of American 
cjmpcfition Ji, cflccti of tubma 
nn' «arfa e on, ir, 163 income 
ftom 167 

Sf» rpm? depmjion after r«nt orU 
N\arin 164 surplus of 1&4 urotU) 
problmsof 165-65 
SJiortagn during«j 118 
Socul msutance 10 
Socul {r>clin5 in tngJinJ no 
Socul Ktunt) Diituh bel ef m necca 
it^of 15 pljfu (or 86-95 
Socialats. soj 

SoMct Union economic policy of 216 
inJuitrul apaaiy 0/ $3 not at 
Chicago confaence 160 
SpccuUtoty boom m 03 15 m 195 
Spend n? defiat U5-.6 146 108 
imuPiaent 135 stimuUcton of 
196 to ma nfjjn emploj-mcnf 196 
Stabilization Agreement 76 fund 76 
140 

Standard 01 Compamr 171 t“6 
Standards of lumg 19 American 55 
poit«f 19 

Sterling atta the 76 78 145 sii 
Staling balanoet olocled ai 59 <Io 
pteciationof 145 
Stnlei Qntnh ni 
Slcseiwon plan 10 167 
Subsidies demand (or mUS,6i for 
afiipring 164 to maintain oport 
surplus 55 to stabilize demand. 
150 

Sugar price of 158 
Supreme Court t8o 
Surpluses ,os of food 155 seal and 
marVet 157 

Tariff American 8 56 American de- 
tnandfoi 61, German “4 {owning 

Tcc! nological adiance, is as lol-- 

Technotoncal I acU-3! Jticis to 

"IT A, I id 1 S 5 199 

Ten toiul main 5 

Test tc manufacture m America a? 
in India a; ,7 


Total lanan regimes planning in 84 
Town and Country Tlanning Mjnjtij 
of 105 115 

Trade and national lurmal 54 con 
traction of 72 204 contiolof 225 
expansion of 158 140 stabilization 
of 12S 151 

Trade Board of 115-14 
Trade agreements areas 145 149 
219 associations monopolistic 
1*0 balance 54 55 “c* bilateral 
75 control devices for ".-“4 "S 
141 outlooV m transition penod 
50 practices discnminaton -5 
reciprocal -4--6 rivaln 54 war 
possibilits of 80-8' 

Torgifen carbide price cf f'{-74 
T>'iie area depression in iia 

Unemplm-mcnt auses of 118 cost 
of ii8 erpotling cf by US 56 
81 149 permanent 1 pro- 
posed temed es fot 115-54 theones 
of 11^:4 

UnemplojTnenl imuranee 87 n8 re 
lef lai 

Unioni endft full emplosment 132 
»c*> 

Umfed Nations 154 
Un led Nat ons Fow and Agncultmc 
Orcanizalion 156 
UNRllA 57 

United States uolatinn of 219-21 
mititan' and naval power of t- na 
tiotal income of 35 picxlictne 
capaafT of 5* 55 purchasing 

poneiof 35 

Vnitfd Suift in AT orfd EoinomY 
7 ht 58 

Uthwatt Cornmitlce on Town and 
Country rianmng 106-109 recom 
mendations rcicctcd by National 
goieinmen* loS 

TVa"ei control of aio 
Walts depression in na 
Wallace Umrv A 157 
War damage in London, joo rcpoir 
of 46 lOO 

Wardebti 9 i6 6a 71 British 21. 

>5 



232 


Index 


Wat of i8ia. economic origins of, 6 
Wat of Independence, economic B 

War plants, disTOsal of, iij, i8] 
Warm Spnngs Conference, i Ji 
Welwyn, loi 

Western Allies, tole in world econ- 
omy, 3 

Wheat agreement, 157 
UTiite, Hatty D, ij7, plan, 140 
WTiite Paper, on Education, 98^, 
/ on Employment, 117, 145, 20a, on 


National Health, 92-^3 on Soaal 
Insurance 89-91, ^ Town and 
Country Planning, loS 
Wilson, Woodrow, 179 
Wmthfop, 174 

Women, employment in war mdustiy, 

4* 

Woolton Lord, 104 
Workmen's compensation in England, 
*7 

World Trade Alliance, 177 
World Trade Board, 185 



